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A major cornerstone of Calfrac’s success
has been the collective experience, expertise
and performance of our employees who

are dedicated to serving our customers with
creativity, integrity and hard work based on
our Company’s key principle, SERVICE FIRST.










Product Expansion

Calfrac has invested heavily in specialty designed fracturing,
coiled tubing, cementing and well servicing solutions. Each of
these rapidly growing service lines offers new opportunities for
our Company to develop innovative eguipment and technologies
that improve operating efficiency, reduce environmental impact,
lower finding costs for our clients and deliver results. We continue
to diversify our activities so that our personnel and equipment
can operate at capacity year-round.

DEEP FRACTURING »

Deep fracturing is a technically spreads to seven, expanded our

and operationally challenging operating base in Grande Prairie,
segment of the fracturing market Alberta, opened new operating
that is currently experiencing bases in Grand Junction, Colorado
massive growth worldwide. Calfrac and Noyabrsk, Russia as well
has quickly become a leading as increased our technical sales,
service provider in the deeper, service and support team. Conse-
more technical areas of northern quently, we are well positioned to
Alberta, northeastern British take advantage of this market’s
Columbia and western Colorado growing demand.

by offering innovative equipment,
technology solutions and highly
trained personnel to expertly
execute these difficult projects.
Over the past year, we increased
our fleet of deep fracturing
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COILED TUBING »

Since 1999, Calfrac has
successfully developed innovative
equipment and treating procedures
required to effectively complete
every coiled tubing assignment:
from relatively simple shallow
natural gas operations to the
high-tech, deep natural gas proj-
ects. Calfrac will expand this
service line in order to meet the
growing deep coiled tubing mar-

CEMENTING »

kets of North America and Russia
by adding three units and mobiliz-
ing one of these units to Western
Siberia in the first half of 20086.
We are also currently constructing
tour new coiled tubing units that
will be capable of working in a
variety of geographic locations
and which should be ready for
deployment during the fourth
quarter of 2006.

During 2005, Calfrac increased
its suite of services to include
cementing through the purchase
of the remaining 30% of Ram
Cementers Inc. By year-end 2008,
we will have expanded the origi-
nal fleet of 4 cementing units to
17, which include state-of-the-art

single and twin pumping units
that utilize high energy, closed
mixing systems. We have estab-
lished new operating bases in
Grande Prairie and Strathmore,
Alberta that are in close proximity
to our customers’ activities and
which are equipped with modern
bulk blending facilities. In addi-
tion, we have assembled a full
complement of experienced
technical, field and management
personnel ready to further grow
these operations.
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~ Speciticalty designed fracturing through colf units are used {0 complete high rate nitrogen fracture treatments on soalbed methane
wells, Calfrac currently has access to 15 of these rigs, including 14 wnits that are under long-torm contracts with z third party supplier
in order to meet customer damand in this growing market segment,

) The value of providing sate working enviro for its employees, third party contraciers and customers as well as protecting
the envi and the Company's resources are 8 fecus of Callrac’s operatiens, The Company has developed and maintains sousd
aperating policies and procedires, and provides the tratning tesls and knowledge required by its field personne! o make quakity
decisions.
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(Geographic Expansion

Calfrac is well positioned to serve customers whose worldwide
reach requires a global partner. We are excited about our contin-
uing growth in Canada and the United States, as well as our
recent entry into the Russian market. We have the geographic
diversification necessary fo meet our clients’ needs through a
network that currently spans ten offices, in three countries.

CANADA »

] Calfra:c,is‘theCanadian market Grande Prairie, Medicine Hat, Red
leader in‘providin’g innovative ‘can-:... Deer and Strathmore, Alberta in
~ventional hydraulic and coalbed order to better support our opera-
methane fracturing throughout the . tional growth and to better service
: shalldw‘and unconventional gas:. .. “-the needs:of our-customers. In
. markets as well as the deeper, . Canada, we currently operate 18

“‘more technical areas of the West- - fifact'uring spreads; 9 coiled tubing
 ern Canadian Sedimentary Basin. . Units and 0 cementing units.

We are growing our coiled tubing. 0 & ‘
' and cementing service fineswith -~

& focus-on'the deeper explora’(itgn .

areas of northern Alberta and

northeastern British Columbia, In

addition, we have expanded our
existing facilities and added new
operating bases to include Calgary,




UNITED STATES >

During 2002, we commenced
.. .operations in the Rocky Mountain
region of the,United States with
one fraéturing spread. Subse-
quently, we have expanded our
U.S. operations to inclide three
fracturing:spreads that currently

service eastern Colorado, the DJ -
: -angd: Piceange Basins in-western L

Colorado as well as the Uintah

" Basin in eastern Utah. We have
recently increased.our service -
* offering in this market to include

* . coiled tubing operations. In addition

RUSSIA »

to.our-Denver and Platteville,

~Cotorado offices, we have opened
‘a‘district office in Grand Junction,
‘Colorado to service our customers’
~.growing activities in the Piceance
and Uintah Basins.

Russia Is currently the world's
third targest fracturing-market
_behind the U.S. and Canada.
Calfrac entered:this robust weli
service market in 2005 with two
: coiled‘tubing units, nitrogen, fluid
pumping and related equipment.
* In addition, we have opened a
. regional office inMoscow as well
as an operating base at Noyabrsk
- in Western Siberia. During 2008,
 we expect to:deploy our first frac-
‘turing spread and additional
coiled tubing and related well
service equipment to this market.
Our experienced Russian-based
management team continues to

review other long-term service
and supply opportunities in the
region with a mandate to grow
this operation by diversifying our
customer base and expanding our

“:pumping service lines to include

acidizing and cementing.




~ Yo ensure guality perforimance, alt of Calfrac's new equipment is thoroughly tested prior to being put into service. Here, o propristary
high rate hydration unit that provides impraved preduct quslity ai bigh trealing rates is field tested prior to #s introduction to
conynercisl applications.

> Galrac teld techuicians instz!f pressure control sguipment that is designed te ensure safe well control under & varisty of conditions,
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. Internal Expansion

The greatest challenge facing the oil and gas service industry
today is securing a reliable, gualified and dedicated workforce.
At Calfrac, employee development is a vital part of our efforts to
strengthen our organization and assure that we have the right

0 people in place at the right time.
. .

5

. TRAINING »

o ﬁ Focused recruiting and exten- Company as quickly as their

= sive training programs have been skills are developed so that they

0 instituted to ensure that we hire may become an integral part of

the best, train the best and retain our technology, operations and
the best. There is a finite pool of management teams. Programs
quality talent in any geographic are designed to empower our
area and the lack of available employees with a global perspec-
field technicians, engineers and tive in three distinct disciplines:
managers can limit any company’s technical; health, safety and
ability to grow and prosper. We environment; and management

: are committed to building long- skills training. By providing an

| term relationships with our environment of ongoing exceptional
employees through continuous learning both in the classroom

-* training as well as hard and soft and the field, we increase produc-
skills development that will help tivity and performance through

: them expand their capabilities, our people and we create a

( discover new strengths and build company that operates at optimum

P rewarding careers, Our goal is to efficiency.

advance people through our

~ in September 2808, Calirac opened 3 new training facliity in Galgary, Albertg that has been siaffed with
gxperienced training professionals of various specisfiies. The new facility opevaies five days & week with up
o three fralning classes in session at any given dime.
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~ Cement slurries are designed to provide hydraulic isclation within the wellbore, 2ad testing these sivrries at boliom hole canditions
is essential tp essure the hydraulic isolation is atlained. Slurries are cured for up to soven doys in 29 ¥ 2" cement cubes af pretise
bottow hole pressures and temperatures, The samples are then destructively tssied to detenmine the compressive strengths of the
oured coment.

» Gallyae utilizes sophisticated monitoring and analysis toals, and employs expert techaisions aud bighly trained maintenance
personns! to ensure its onigue fiee! of specialty oiifield services equipment conlinues to eperate sately and efficiantly and to the
Company’s high standards.
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| ANNUAL RESULTS

‘Years Ended December 31, 2005 L 2004

" {000s, except pershare datal o L s
Financial e . . R
heene D b L B L ona1e
Cmessmain 0 e IR 83783

 Netincome S L es s 45630

_ pershare-basicay L e TS

o diuted g L 1.64 145,
© Gashflow from operations @ o aps8R i 58,946 .

. Pershare —basicy L - 223 187

L e e "

| EBTDAG - . o7eem i eapar

. pershdre mbasiciys . Do 220 203
o lawead L 2wl 20

. Coptalemendires o o oggai o 5137
workingeapital . . e 52343

emhees. 336815 i1 266,196

mewey L 174,956
Market capitalization atyear'end. L 1480201 % 855969 ,

. Welghted average shares outstanding ey | . ag2iea90 1 3tsaz2e sl

i Operating
‘Fr:a;‘:t:uring spreads -

. Conventional

. ‘Coaloed methane
L Total L
" Coiled tubing units, .

' Shaliow

.. Deep
i Total)

. Cementing units

| QUARTERLY RESULTS: "

March 31, June 30, September 30, ¢ December 31,
Quarters Ended 2005 2004 2005 2004 2005 2004 E 2005 2004
-« {000¢, except per share datz) e s el s 3 Hiteli e
Revenue 80,604 57,208 | 44,619 41066 1 77377 60538 (111634 82477
Grossmargn . 32437 21,083 i 7630 7643 | 25694 ' 20732 | 43,336 34346
Netincomefloss . 21,670 9068 i (1.876) - 657 | tzem 11T i 21372 2313
Pershare ~basic) 080 044l (005) o005 o3 03} 015 06d
o _diaedey 059 048 (005) 005 035 038 015 062
Cash flow from operations @ 26,015 11.235 2280 4674 | 18503 14 - 28,156
| pershare—basicy | 0 072 054 006 014 051 078!
_disedy 071 054 006 014 % 051 078
EBTDA . 25338 16,186 | 1907 45010 18,234 15/ © 97050, 11 |
Pershare-tasicy 070 078 i o005 013: 050 077 it
Ciidies ) 069 07855 005 083 050 077

1. Historigal per share informetion fias boen adiusted for.ihe Two-for-one:stock $plit approved by shareholders on Febraany.7 200811 (e
i119% Cagh flow is defined: as !Cash pro by operating activities Betore £ in Han-4sh working capiial ¥ Gasn flow and cash flow per:share are measures that
provide: and potentlal with“additional Infor{nattun,regardlng {he Company's:flquidity.and ts.abillty to genérate funds to finance its operations:, i
i il utilize! to.As5e8s the Company’s abliity t0.1i perati it d capital expens! Cash fiow fowper ;
L notiimieasures that have any. standardized i ibed Ly, Gariadian GAAP and ingly, ey, not be'r et similar measiires Ussd by otfier companies: o "4
% .3, EB(TDA represents | interest, taxs, depreciati fization: EBITDA Iy not e term thats aparoved under Canadian GAAP s the calcutation of EBITDA. #7'1
" i$ ot abways,used consistentty by reporting Issuers. Accordingly; EBITDA; a5 the term Is used hereln, may.not be comparable 1o/EB{TDA as:reported by other entlties. e
) EBITDA S because it 18'{req ¥ 1'by seclrlties :analysts and others In:evaluating companies and thelr ability.to service debt: i
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Letter to Shareholders

Driven by specific corporate strategies for operational
and geographic diversification, exceptional performance
and fiscal responsibility, Calfrac completed its sixth
consecutive year of uninterrupted growth, delivering
record levels of activity and substantial financial and

operating gains.

For Calfrac, 2005 was a banner year in which we
significantly grew revenues and operational capacity.
Through an expanding geographic network, an increased
operating fleet and a rapidly growing customer base,
our solid financial performance was a function of our
clear leadership in providing specialized oilfield services
to a marketplace that continues to grow dramatically.

FINANCIAL HIGHLIGHTS »

Calfrac continued its record of outperforming the
previous year, reflecting the progress we are making
on all fronts amid strong commaodity prices and unpre-
dictable climates. Even more gratifying, however, is our
ability to grow profitably under a range of market
scenarios. This is due primarily to the fact that we
continue doing what we do best; rigorously focusing on
our core businesses, maintaining an “edge” over our

competition by way of innovative technologies and
equipment, optimizing our assets and maximizing our
revenues. During the past year, Calfrac reported record
financial results that included:

» increasing revenue 30% to $314.3 million;

» growing net income 32% to $60.1 million or $1.66
per share; and

» impraving shareholders’ equity 34% to $234.0 mitlion.

Perhaps more importantly, average consofidated frac-
turing revenue per job, a key metric we use to measure
our success, increased 25% to $45,006 from $35,914
in 2004. During 2005, our capital expenditures program
totated $97.6 million that included the addition of seven
fracturing spreads, five cementing units and various
related support equipment.
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[etter to Shareholders

Consolidated Fracturing Revenue Per Joh

'$23,326

$28,099

2001 2002

2608 2004 2053

OPERATIONAL HIGHLIGHTS »

The importance of technology in delivering value-
added solutions begins in our own operations with
the ability to share ideas and best practices, support
regional and global customers, improve productivity,
increase efficiency, reduce environmental impact and
drive continuing growth.

During 2005 in Canada, although we were plagued
with weather-related challenges in southern Alberta
{precipitation 300% to 400% over historical averages),
we remained focused and successfully executed our
operating plan that included:

increasing our capacity to execute fracturing opera-
tions in the deeper, more technical areas of northern
Alberta and British Columbia;

expanding our presence in the fracturing market by
introducing Ultra High Rate Nitrogen Pumpers designed
for coatbed methane (“CBM”) operations in the Horse~
shoe Canyon coal formation of southern Alberta;

introducing NGCMon frac model technology that
increases efficiency and job execution in CBM field
applications;

securing new and expanding existing long-term
contracts to satisfy demand in the growing shaliow
gas and CBM fracturing markets of Western Canada;

purchasing the remaining 30% of Ram Cementers inc,
and subsequently adding new equipment and infra-
structure, thereby successfully integrating this new
service line into the Company’s operations;

opening a new operating base in Strathmare, Alberta;

expanding our existing facilities in Grande Prairie and
Red Deer, Alberta; and

opening a training faciiity in Calgary, Alberta to
augment the field tralning of our crews.
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in the United States, we opened a new operations
facility in Grand Junction, Colorado that currently
services both the Piceance Basin in the western part of
that state and the Uintah Basin in eastern Utah. Activity
levels late in the year were very encouraging with our
three fracturing spreads being highly utilized. We have
hired experienced marketing, engineering, operations
and management personnei to further grow our U.S.
operations and customer base.

While expansion to new geographic areas is a natural
progression, it can be fraught with risk. However, when
this move is backed with detailed research, forecasts
and market analysis, the potential for growth and reward
is high. During 2008, Calfrac entered the Russian well
service market with long-term contracts for two deep
coiled tubing units. in September and October, equip-
ment arrived in Western Siberia at aur operating base
located near the city of Noyabrsk and active operations
commenced. Many of our Company’s top management
possess an abundance of Russian well service industry
experience, so we anticipate this market will become a
major contributor to our financial and operational
growth plans going forward.



We have a strategy in place that gives
us considerable strength in a dynamic
market, plus the flexibility we need to turn

opportunity to advantage.

STRATEGIC GROWTH OPPORTUNITIES »

During 2005, Calfrac's senior management team
and Board of Directors engaged in formal long-range
strategic planning sessions to explore a variety of
growth opportunities available to our Company. For
competitive reasons, it is our policy not to disclose
specific details of these deliberations, however it can
be said that we have a strategy in place that gives us
considerable strength in a dynamic market, plus the
flexibility we need to turn opportunity to advantage.
Qur Company’s mandate is to remain focused on spe-
cialized pumping services, including fracturing, coiled
tubing, cementing and acidizing. To that end, our goal
continues to include:

» growing our existing service lines in areas where value
can be added through new innovative technologies

and equipment design, as well as improved operating
efficiencies through enhanced methodologies;

increasing market share in ail aur product offerings;
and

expanding geographically in northern Canada, addi-
tional areas of the United States Rocky Mountain
region, other U.S. basins and throughout Western
Siberia in Russia.

We will continue to review other global markets and
complementary service lines where we deem Calfrac
to have an advantage either politically, technically or
through customer driven opportunities. We believe that
our established operating bases located in the world’s
three major oilfield service markets will act as a
springboard for our Company’s future growth by lever-
aging off our experience, technological advantages
and established customer base.

ONGOING CHALLENGES »

Supply of major commodities is an ongoing chal-
lenge for our industry. In order to keep pace with our
Company’s expansion in the fracturing and coiled
tubing markets, we have been proactive in securing
long-term contracts for supplies of nitrogen and carbon
dioxide. The supply of proppants for our fracturing
operations is critical in all our operating areas. To
ensure supply, we have engaged local suppliers in
both the Canadian and U.S. markets with long-term
contracts and have secured our prappant requirements
in Russia through our customer base.

Cement is in short supply worldwide. We have sourced
multiple suppliers of this commodity and have added
additional bulk supply in our major operating areas to
mitigate the peaks and valieys of the supply chain.

Equipment manufacturers continue to operate at record
levels, resulting in delivery times for new equipment
being stretched longer than in previous years. Conse-
quently, we have expanded this division's management
and support staff along with cur vendor base in Canada,
the United States and Europe. We have leveraged our
relationships and have been proactive in obtaining
major components directly from the factories.

With major expansion in all of our service lines and
geographic areas, the challenge of hiring, training and
retaining a reliable and dedicated workforce is ongo-
ing. In September, we opened a new training, research
and development facility in Calgary, Alberta that has
been staffed with experienced training professionals of
various specialties. The new facility operates five days
a week with up to three training classes in session at
any given time. Our goal is to always have 7% to 10%
of our field and office staff engaged in some form of
technical, safety or hard or soft skill training, thereby
reinforcing Calfrac’s leadership position of providing
our customers with up-to-date technology along with
safe and efficient operations, and for our employees,
the opportunity to learn and grow with our Company.
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Letter fo Shareholders

~ Sophisticated microprocessors are used 1o control the addition of chemicals fo 2 job and {0 ensure
quality specifizations are met on 3l {reatments pumped.

OUTLOOK »

Looking out through 2006 and beyond, all indicators
point to continued strong commodity prices, and as a
result, industry forecasts for the year reflect sustained
high levels of field activity and demand for the special-
ized oilfield services that Caifrac provides. To that end,
our Company is enjoying a strong start to the 2006
fiscal year.

Our $148 million capital program for 2006 contem-
plates the construction of four additional fracturing
spreads, four deep coited tubing units, six cementing
units, high pressure fracturing and nitrogen pumpers,
transportation equipment, as well as additional infra-
structure required to support all of our Company’s
operations. It is anticipated that the majority of the
additional equipment wiil be mobilized during the
year’s fourth quarter, at which time Calfrac will have
27 fracturing spreads, 18 coiled tubing units and 17
cementing units fully operational.

In Canada, we will continue to exploit the high-tech,
deep fracturing market and expand our coiled tubing
and cementing service lines. We will stay the course
with our CBM high rate nitrogen fracturing fleets, and
add value to our customers through high equipment
utilization by way of our third party fracturing through
coil contracts. We will deploy a much larger capital
fleet throughout the U.S. Rocky Mountain region, and in
Russia, we expect to deploy additional coiled tubing
units and commence fracturing operations utilizing two
new spreads. We will aggressively market our service
lines and look to grow our operations and customer
base in existing and new regions,
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To create new value for our shareholders and cus-
tomers, and greater opportunities for our employees, we
continue to strive for operational excelience under our
motto of SERVICE FIRST and TECHNOLOGIES THAT WORK
IN THE FiELD. From technology investments to customer
care to employee achievement, we must perform with
the highest degree of guality, efficiency and integrity.

Calfrac is a young company in an old industry. Our
year-over-year record financial and operating per-
formance reflects our highly motivated profit centres
and our innovative, creative thinking. We are proud of
our achievements, which is a credit to our outstanding
group of directors, management and employees. We
wish to thank each member of our team for their
individual contribution to our success and to all Calfrac
customers and shareholders for their continued confi-
dence and support.

On behalf of the Board of Directors,

RONALD P, MATHISON
Chairman

DR
DOUGLAS R, RAMSAY 61\

President & Chief Executive Officer

February 28, 2006
Calgary, Alberta









Operations Review

With a comprehens:ve ﬂeet of specxal

- ing, well servicing and cementing units, Calfrac is able to
respond quickly o customer demand and new opportunmes
Dy mobmzmg equnpment and personnel to geographic,

regnons as requnred with mmtmal nme and Cost

ty(des’igvned fraotur?

R



Operations Review

~ Highty trained field porsonne! conduct tharough quality controf inspections of each aspect of set up and assemiily, thereby ensuring the safe and

ki

successtul complation of the project. Hore, & Caltrae flold technict
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iatized down hole ool for use in g fracturing through coll operation.

SERVICE LINES »

Calfrac provides specialized oilfield services, includ-
ing fracturing, coiled tubing, cementing and well
stimuiation services, which are designed to increase
the production of hydrocarbons from wells drilled
throughout the Western Canadian Sedimentary Basin,
the Rocky Mountain region of the United States and
Russia. During 2005 in Canada, the Company provided
its full suite of services utilizing 14 conventional and
4 coatbed methane (“CBM”) fracturing spreads, nine
coiled tubing units and nine cementing units. in the U.S.,
it provided well fracturing services utilizing three con-
ventional fracturing spreads, and in Russia, it operated
two deep coiled tubing units and related equipment.

Calfrac’s strategy continues to be focused on grow-
ing into new geographic areas, adding complementary
service lines and maintaining a prescribed level of its
equipment fleet operating under long-term commit-
ments, thereby helping to minimize localized weather
related issues while responding to industry and market
conditions, fluctuations in regional activity levels and
customer demand.



CANADIAN GPERATIONS »

Exceptionally wet operating conditions in central and
southern Alberta severely hampered the Company's
ghallow gas and CBM crews throughout most of 2005.
With Calfrac’s concentration of 10 fracturing spreads
in this area (6 dedicated to shallow gas fracturing and
4 to high rate nitrogen fracturing) out of a total of 15
Canadian fracturing spreads operating during this peri-
od, overall annual equipment utilization was below
sxpectations, ending the year with a total of 6,063
fracturing jobs completed. During 2005, the Company
expanded its focus on the deeper, more technically
challenging areas of northern Alberta and northeastern
British Columbia, and as a result, completed a record
949 deep fracturing jobs out of its Grande Prairie,
Alberta operating base. During 2006, the Company
plans to add one shallow and one deep fracturing
spread to its Canadian inventory.

Calfrac’s Canadian coiled tubing fleet totaled nine
units at year-end, which completed 5,262 jobs. The
year-over-year job count was down because of the
wet operating conditions in southern Alberta (that
negatively affected the Company’s shallow coiled tubing
operations) and the exporting of two deep coiled tubing
units to the Russian welt service market (Canadian units
that will subsequently be replaced with new equipment
in March 2006). The Company intends to deploy an
additional four deep coiled tubing units in Canada dur-
ing 2006, thereby ending the year with a total of 14
coiled tubing units operating in this market.

During the year, the Company entered into long-term
fracturing contracts with two leading oil and gas com-
panies gperating in Western Canada. Five fracturing
spreads have been allocated to these customers for
contracted terms of two and four years with minimum
work commitments for each spread. Three of the
spreads will be focused on the completion of high rate
nitrogen fractures on CBM wells with the remaining
two spreads to be dedicated to shallow gas fracturing
through coil in southern Alberta. in order to maintain
equipment levels required to meet customer demand
for this technology, Calfrac expanded its existing con-
tracts with third party suppliers for the provision of 14
fracturing through coil rigs.

In February 2005, Calfrac purchased the remaining
30% of Ram Cementers Inc., resulting in the cementing
division being 100% owned by Calfrac with all opera-
tions, sales, marketing and administrative activities
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Operations Review

integrated into Calfrac’s operations. Subsequently,
Calfrac expanded this service ling’s complement of
personnel, infrastructure and equipment such that by
year-end, it had increased the ariginal flest of four
cementing units to nine (including the addition of four
single pumping units and one twin pumping unit that
utilizes high energy, closed mixing systems) and com-
pleted 1,007 cementing jobs. During the first quarter
of 2006, the Company will take delivery of two addi-
tional twin pumping units that will service the central
and northern Alberta deep, high-tech cementing markets.
To support these growing operations and expanding
customer base, the Company opened new operating
facilities in Grande Prairie and Strathmore, Alberta,
which will be equipped with modern bulk blending
facilities. During 2006, Calfrac expects to add a total of
eight new cementing units to its fleet.
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UNITED STATES OPERATIONS »

In the United States Rocky Mountain region, the first
quarter is traditionally the Company’s slowest quarter,
and the first three months of 2005 were no exception.
In keeping with Calfrac's operating strategy of diversi-
fying its activities so that its personnel and equipment
can be maximized year-round, the Company mobilized
one of its U.S. fracturing spreads to its Canadian oper-
ations for a portion of the quarter in order to respond to
that market's demand, while its second U.S. fracturing
fleet was focused on operations in Colorado’s DJ Basin.
Increased marketing efforts throughout the U.S. Rocky
Mountain region resulted in growing demand for the
Company’s services. Consequently, equipment was
deployed to eastern Colorado, the Piceance Basin in
western Colorado and the Uintah Basin in eastern Utah,
providing for significantly improved utilization of the
Company's two large fracturing spreads such that by
year-end, they had collectively completed 509 fractur-
ing jobs. In early September, Calfrac opened its Grand
Junction operations facility to service the Piceance
and Uintah Basins. In addition, the Company recruited
experienced management and operations personnel in
order to increase its job quality, operating efficiencies
and customer base in this active operating region. in
December, an additional shallow fracturing spread was
deployed to eastern Colorado, thereby increasing the
U.S. fleet size to three. in March 2008, the Company
will deploy one deep fracturing spread to this market
with an additional deep fracturing spread to be deliv-
ered during the fourth quarter.

RUSSIAN OPERATIONS »

Calfrac successfully entered the Russian well service
market during 2005 with the opening of its Moscow
regional office in May. In early March, two deep coiled
tubing units were taken out of service in Canada and
refurbished to meet the needs of the Russian market.
In addition, support equipment was sourced from
throughout Europe and Russia in order to provide for
complete Russian-style coiled tubing operations. in
September, equipment for the first crew arrived in
Western Siberia at the Company’s new operating base
located near the city of Noyabrsk and fater that month,
the fully equipped crew commenced operations. The
second unit was commissioned in October with its
first project commencing in November. in 2006, the
Company expects to deploy a third deep coiled tubing
unit to this market as well as commence fracturing
operations utilizing two new fleets of equipment, with
the first fracturing spread to be operational in June and
the second spread to be in service by mid-December.

e |



~ The efficient and successtul execution of treatments requires accurate monitoring of 2il job parameters, Caliras uses specially
equipped tield computer vans to provide en-site, real-time analysis and supervision, thereby ensuring all specifications are

precisely followed.

NEW TECHNOLOGY »

in the spring of 2005, Calfrac introduced the NGCMon
operating system to its fleet of computer vans that
monitor the high rate nitrogen fracturing of coal
seams. This innovative software technology enables
the simultaneous real-time observation of the surface
parameters and the calculations of bottom hole condi-
tions, thereby improving treatment efficiency and
allowing stimulation optimization. When combined with
satellite transmission to the Company’s Calgary
offices, the interaction between the client and Calfrac’s
experienced technical personnel helps to ensure the
best possible stimufation is piaced into the reservoir.
With a 75% year-over-year increase in the number of
satellite fractures completed, this growing specialty
service has had a positive impact on well performance
by allowing specific real-time decisions to enhance the
treatment success.

Calfrac also acquired advanced new software for
both its coiled tubing and cementing services, thereby
facilitating the engineering complexities when dealing
with deviated/directional and horizontal wellbores.

During 2005, Calfrac made significant strides to
further enhance many of its proprietary fracturing
fiuids. For examgple, CleanTech™ Foam and CWS-300
are two of the Company’s fluid systems that, through
improved chemistry, can now successfuily handle the
challenges of stimulating low pressure, low perme-
ability gas reservoirs.

CALFRAC WELL SERVICES LTD, + 2005 ANNUAL REPORT » PG 23



Operations Review

FACILITIES »

Calfrac currently maintains over 140,000 square
feet of dedicated facilities space in its Calgary, Alberta
head office, its Denver, Colorado and Moscow, Russia
regional offices and seven operating bases located in
Grande Prairie, Medicine Hat, Red Deer and Strathmore,
Alberta; Grand Junction and Platteville, Colorado; and
Noyabrsk, Russia. During 2005, the Company expanded
its facilities by 48,000 square feet in order to meet
the Company’s growing operations, service lines and
customer base.

In September 2005, the Company opened a new
training, research and development facility in Calgary.

Calfrac’s new Grande Prairie maintenance and office
facility was completed during the fourth quarter of 2005.
Operations were transferred from its previous leased
location to the new state-of-the-art facility in October.

The Strathmore sateffite facility was expanded in
2005 to a full service facility, thereby becoming the
Company’s newest operating base in Canada. There are
approximately 85 employees, two fracturing spreads
and two cementing units currently based in Strathmore.
Calfrac plans to build a new shop and office space in
Strathmore during 2008 to better accommodate oper-
ations as well as provide the Company with a full time,
centrally located refurbishment facility.

In September, Calfrac opened its Grand Junction oper-
ating base. There are 43 employees and one fracturing
spread currently based at this facility.

Also in September, the Company opened its Noyabrsk
operating facility located in Western Siberia. Currently,
there are approximately 100 employees and two coiled
tubing units based in Noyabrsk.

EQUIPMENT »

The vast majority of Calfrac’s fleet of equipment is
no more than three years old. The fleet is in good oper-
ating condition but has been subject to high utilization
with very little downtime. During the 2005 spring
breakup and in the second and third quarters during
the periods of low equipment utilization caused by
inclement weather, the Company's maintenance per-
sonnel conducted extensive equipment overhauls and
repairs to ensure its equipment continues to operate
safely and efficiently. In early 2005, Calfrac also
acquired a blender, chemical van and fracturing
pumper as spare equipment that has been put into
service while its primary fleet is in for scheduled
maintenance, thereby ensuring that the Company can
continue to deliver on its customer commitments.
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~ Safe handling of cryoponic ligiid nitrogen Is essential to complsting high rate nitrogen fracturing through colled tubing treat-

ments, Liguid nitrogen ko tronsterred o location from large storage units to Galtrac’s spetially ¢ 4 high rate

Extremely high manufacturing levels and a shortage
of critical components created long lead times on
equipment deliveries again in 2005, and as a result,
Calfrac experienced defays in deploying new equip-
ment throughout the year. The Company continues to
meet with its manufacturers and other third party
suppliers to address this ongoing challenge and has
been proactive in obtaining major components directly
from the factories. in addition, the Company expanded
this division’s management and support staff as well as
its Canadian, U.S. and European vendor base.

PRODUCT »

Delivering reliable pressure pumping services
requires a secure supply of product, primarily nitrogen,
carbon dioxide and proppant. Through contracted third
party suppliers and strong working relationships, Calfrac
continued to provide these necessary commodities on
a timely and cost effective basis throughout 2005.

REALTH, SAFETY AND ENVIRONMENT »

Calfrac has established and maintains an active,
comprehensive health, safety and environmental
(“HS&E") management program based on industry best
practices that meet or exceed all regulatory standards
and guidelings to ensure a consistent approach across

its various operations and to stimulate an ongoing
search for improvement. Although Calfrac continues to
expand, it will not lose focus on the value of providing
a safe work environment for its employees, third party
contractors and customers.

During 2005, the Company expanded its HS&E team
to give coverage to all areas of operations and to con-
tinue to educate its employees on safe practice methods
and response to emergencies. Calfrac works with a
variety of safety institutions and related third parties
to continually test and certify its employees on these
procedures. {n addition, the Company's operations and
HS&E staff actively participate with industry partners to
develop standards and accepted practices to ensure
that industry goals are met or exceeded. As a result of
its efforts, in 2005 the Company earned a Certificate of
Recognition from Alberta Human Resources in partner-
ship with the Petroleum institute for Training.

Calfrac’s safety performance demonstrates its
resolve to operate safely. Over the past six years, the
Company’s average lost-time injury rate has consis-
tently bettered that of the "Downhole and Other Qilfield
Service Sector” as reported by Alberta's Workers'
Compensation Board and Alberta Human Resources
and Equipment Board.
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~ Figal preparations are being checked prier to the cammencement of 3 frachiring stimulation freatment. Constant communication

.y

amenyst field personnel is 2 key " 1 to the fui completisn of these fcated operations.
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~ Management's Discussion and Analysis

: ThJs Managements Drscussron end Analysrs (“MD&A“) has been prepared by management asof February 28; 2006 and is a TBView: of the (manclalu

' ‘condition and results of operatrons of the Company based:on accourrtmg principles generally ‘accepted in:Candda: tts focus rs primarilya companson;

: of the financial :performancefor the years snded December;31;:2005 and 2004 and should be read in conjinction wnh ‘the audited consolidated !
fmanciar statements and accompanying notes The annual consotldated Inancial statement loave been prepared rn accordance with Canadsan

-generally accepted accoummg pnncrples (“ M e e : ¢ : .

This MD&A contains the term: cash flow from opera ions, whlch shoutd not be considered an ahemative to or-more: meanlngful than cash ﬂow i
from operaong activities, as, delermmed in accordance with Canadran GAAP as; an rndrcater ofthe Companys performance Cash l!ow Is defmed a3
: : “Cash prowded by pperating-activities hefore changes:in non- -cash working capltal Cash flow and-cash fiow. per share are measures that orovrde‘_
shareholders and’potential 1nvestors with addmonal information regardmg the: Company’s liquidity-and its ability to generate!f tunds 10 hnance it
operauons Management LINIZBS these; measures 10 assess the Company’s:ability to finance operating actlvmes and caplta\ expendltures Cashiftow: ¢
- 2 ; and cash flow:per share are ‘not measures that have any standardrzed rneamng prescnbed by Carradran GAAP and accordmgty, ay, not be:compa-:
[ ‘rahie 1o similar Measires used by other companles : L i

All ﬂnancrar measures presemed in thrs MD&A are expressed in. Cenadien dollars unless otherwise indicated. -

PERFORMANCE SUMMARY >

‘ Calfrac Weil Servrces Ltd. (& Calfrac” or the “Company”} posted record revenue net mcome andcash ﬂow frgures :
forthe year ended December 31 2005 'Alarger fleet of equrpment and robust rndustry actrvrty in Western Canada L

.:‘ and the Hocky Mountain regron of the Umted States translated to: mcreased opera‘ong levels for. aH of the Company S ':
| fracturmg operatrons and consequently, provided forthe improved flnancral performance Strong demand for Caﬁracsa_.' -
: servrces resuited in hrgh utdrzatron of the Company s 'equipment: dunng the latter part of the year : " it o

The Company 'S servrces contmue te oe h|gh|y ieveraged towards na‘rural gas productron Despne the excephon- :
ally wet operatmg condrtrons in central and. southern A\berta a-record 24,805 wells were drdled in 2005 {the vast
majority-of whrch were gas weils) representmg a:9% increase from ihe, 22 696 total wells drrlled a year ago Whrle :

Cattrac S shallow gas and coalbed methane (“CBMT) activities were severely hampered by.the poor weather; strongﬁ; ‘ ‘
‘,-:commodny pnces prompted srgnmcant mcreases in-job: ‘counts in the; deeper, more technrca! areas.of northern L

- Alberta and northeastern:British Columbia as well as higher achvrty tevels during the Iatter part ¢ of the year in the; ! f
. Company s:United States operatrons Dunng 2005, the price of West Texas \ntemedrate crude orl rose 37% to aver- -
' 'age USS56. 70 per barrel compared:to US$41 43 per barrel a'year ago whde natural gas prrces showed srmdarf o
: f"strength with the Alberta Energy. Company Storage Facrlrty spot: price averagmg $8.79 per. thousand cublc feet e
: compared to $6.58 per thousand cubrc feet in 2004. Market expecta’nons contmue to pornr towards.a strong ha
o commodlty pnce envrronment in 2006 and beyond whrch should provrde the dnver for growth rn a|i of the Company S f :f Gt

'Aoperatmg regions, | i ‘

" For'the year, ended Decemoer 3t 2005 revenue lncreased 30% o $314 3 mnhon from 8241 4 mrlhon a year ' -
~ago, net mcome rose 329 10 $601 mdhon ($1 166 per share) from $45. 6 million, (51 45 per share) and cash flow:

from operatrons before changes in: non:cash workmg caprtal grew 37% t0 $80 6 mrllron (82,28 per share) from'

858 g9 mllhon (51 87 per snare) in 2004 :
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_ Management’s Discussion and Analysis

. Revenuemiors

350 »

300 »

f‘ Yy
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200> $
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 REVENUE>

‘: . rﬁeﬁadran ﬁperetnms L : e
. During 2005, revenue: from Canadran operatrons increased 31% to $280 1 m||l|on from. $213.9 million in 2004,
. while Canadian fracturmg revenue totaled $262.7 million versus $195.8 million a year ago. A thdugnt‘hercempeny -
©_recorded srgnmcant year—over-year revenue gains, the rncreases ‘could have beer more substantrel fad it not bean .
‘ :f*:tor the inclement weather experrenced in 2005 that. had a prnfound effect on actwny leve!s Calfrac completed_:_, L
6,083 Canedlan tracturmg jobs during the year for average revenue of $43, 334 per job versus 5,853 jobs for e
-:$33 451 per ij In:2004. While the Company.recorded srgnmeent increases in jOb coums in the deeper mare: tech-; L
mcal areas of. northern Alberta and Brmsh Columbra |t expenenced Iower acnvrty ievels m seuthern Aiberta dueto ;
weather related issues. lmproved per JOD revenues for 2005 were alse a result ot a prrce book mcreese |mp1e-f
* mented.on July 1, 2005 and the mcreased number.of CBM jObS completed and while revenue from these operations,. -
' was higher.on a year-over-year haers srmdar to the Company s-shallow:gas operatlons results could have been
substantralty better had it not been for the rnclement weather. The Company estimates that mclement weather,ﬂ
,,combmed wnh equrpment de!rvery delays. reduced revenue by approxrmately $50.0: mruron durmg 2005 ‘

tublng operatrons dropped 37% to $8.9 million compared to 31 mrllren in 2004 A to
2o 5, 262 coded tu’emg ]ebs were compieted in 2005 for average revenue of$1 698 per:job compared 10.6,904.jobs -« :
fer SQ 037 per job.a'year ago, The decrease in revenue and revenue per ]0b ﬂgures was a result of poer Canadlan Eoo

| RevenueMix

2% 6% 32% 3% 3% 94%

Fracturing &
Services

Wel!l Stimulation W
Services

Cementing W
Services
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\Geogra‘phic‘Mix:,:‘:r, f ‘ e e .

11% 89% 11% 89%

Canada &
United States W

aN0e e e e oansl

: _weather condmons thal ﬁampered corled tubrng operaltons combrned wrth the: refurblshment dunng the second” o ;
. quarter of two: deep corled tubmg units for redeployment to Russra arrd the mobilization of arr addrtronal corled' ; -
tubing unit to'the. Umted States dunng the fourth quener ; :

12 Revenue lrom cementrng operatrons totaled $8 4 mrllron for the year ended December 31 2005 The Company y
: f,’commenced cementing operations on June 1, 2004, and as a result, revenue for the penod June 1, 2004 to Decem o
ber 31, 2004 was $4.0 million. During 2005 the Company completed 1,007 JODS for average revenue 0of $8,336 per -
ob versus 550 jObS or 7. 227 neriob for the 2004 seven-montn period, The increase in revenue per job relates to;
the: completron of mare work inthe deeper more technical areas of central and northern Alberta aswell as a price .
"ﬁbook increase rmplemented on Jully-1, 2005, The mprovemeet in the number of cementrng ijS completed canbe. .
”dlrectly attributed to & larger fleet of equipment; however, consrstent with fracturing operatlons thrs increase was ‘
empered by inclement weather patterns throughout 2005. The Company expects these operatrons 0 become 4.

. darger contributor to its fmanmal results.in the luture through an expanded fleet of equrpment aed fully rntegrated
Y"‘marketmg and: operatronal capabrlmes gk e . : e

| United Stotes ﬁperairees L o . ~
: ' ‘ Bunng 2005 revenue from Unlted States. operatrons totaled $33 D mlllron Versus $27 5 mllhon recorded in 2004
:_,The 20% rmprovement was partrally dueto the redeployment of one of the Company’s two .8, lractunng spreads f
* - from'the DJ Basin to the Prceance Basm in western Colorado where actwrty was particularly strong during the fatter
'fpart of 2005. Late in the foerth rter, Calfrac also deployed an addit nal shallow fracturing spread 1o eastern o
. i Colorado, whrch also provrded lurther geographlcal drversrty of; {racturing operatlons wrthln the U:S. Rocky Moun- o
: ,:Wtaln reglon Calfrac completed 509 U:S. fracturing jobs for average revenue of 564 921 per. job. compared to 365 e
"‘Jobs for $75 412 periobrecorded.a: year ago. ihe year-over-year decrease'in revenue ‘per job was:primarily. due o
f achange in JOb mrx resultrng from new operetlng areas as well asa stronger Canadlan dollar

: gﬁessﬁen Oner ez oy HL : G
: i The: Company eommenced corled tubmg operatrons in Western Srberra Russra durmg the latter part of 2005 S
oo Results trom these operatlons were not srgmfrcant for the year ended December 310005

For the year ended December 31, 2005 consolrdated gross margm rncreased 30% to Sl 09 A mrllron from 383 8
~milliona year ago as a result ofa larger fleet of equrpment and strong demand for the Companys servrce offerinigs
. in Western Canada and the United States. Consolidated gross margin remained constant at 35% for both 2005and -
S ‘2004 Hrgher Tevenues were oﬁset by mcreased operatrng expenses resultrng from poor weather dunng the year
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ExpenSes ’

Operating
SG&A W

Interest, M
Depreciation
& Other

© EXPENSES»
. Dporating ﬁxpeases ‘
' Operatsng costs. for the year ended December 31 2005 rose 30% 10 $205 2 mmlon compared to 31 57 6 mlthon
recorded a year.ago due. prrmarlly o hrgher actwrty levels; 8 larger fieet of: equtpment and mcreased labour, tuelj L
' and maintenance costs. Labour costs rose in order for.the Gompany.to temain competitive in retaining. existing staft
Cand attractmg and. trarnmg a new base of qualified personnel requ;red 10 meet growing operatronal demands The .
i . Company also experrenced addmonat costsin hiring field personnelin advance of new equrpment rollouts foensure. .
| that its employees are adequately trained to operate the added eourpment Higher drstnct costs: were. atso incurred
. during 2005.in order to support the roliout of seven addmonai fractunng spreads and five cementnng units::The .
increase in maintenance costs refiected the high utilization of equrpment aswellas the fact that as Calfrac’s equlpment -
- ages more. esources are required to keep them. operatmg fo.the: Companys high standards Wh;le rts equrpment ;’ S . b
. is ‘still'considered relatwely new. by industry standards, maintenance costs are expected o increase gomg forward - -
- as assets that were put into servrce overthe past several years start fo require. overhauts due. to the hrgh levelsof: .
i activity. Operating expenses for. the year were also negatrve!y impacted:by higher per unit nrtrogen costs attributabte .
it the decreased product volumes resulting from lower than expected CBM actwrty levels. Under the terms ofa cost'
ot service agreement with a leading Western Canadian nitrogen supplier, the cost 1o produce nitrogen is \argety flxed
+ 'in.nature, and consequenﬂy, lower volumes resu stlted in higher per \init: costs: The Company also expenenced hlgher o
* nitrogen costsinthe fatter partof the 'year resulting from substantralty hrgher electncrty costs Electncrty represents" i
: _f,tne only significant varlable costin the productron of nitrogen. Although.a portron of the mcreases inlabour and fuel v
Were passed on-to Caltrac S customers a portion also reduced the Company S margins. Durmg the year, the Company :
 Also incurred.costs requ;red to.open drstrrct officesiin Strathmore Alberta and Grand Junction, ‘Colorado that coin-: -
L cided wrth the deployment ofa fracturlng spread to the Piceance Basm iri Colorado;. The hlgher operahng expanses :
o ralso reﬂect the commencement of coiled tubing operatrons in Russia; whichiinclude costs for estabhshmg an oper-j .

L ating base at’ Noyabrsk m Western Siberia and those retated to equtpment start up '

. selling, Qenezai ez;d Admms’a’atwe { SERA") Expeeees o o L

: Durmg 2005 SG&A expenses totaled $29.5 million ‘versus $187 mrlhon in 2004 As a percentage ot revenue .
o SG&A expeﬂses increased to 9% i'2005 compared to8%a year ago The mcreases iri 56&A expenses coincide :

: " :witn overhead requlrements to support the Company S: growth 'As Calfrac! s employee D base continues fo grow with ol

o lothe .scope-of lts operatlons, the: Company:is taking proacnve measures to-ensure that it is hlrmg -and retammg the -

- .right people and that appropnate levels of training are provrded ‘1o ensure. ihat personne| awork in.a safe ano effi-. ’

crent envrronment pnor o new equrpment berng placed into servrce The increases in SG&A expenses can also be f

PG 30 + CALFRAC WELL SERVICES LTD. ‘ Ws » 2005 ANNUAL REPOAT

s



’}let_'lncome @ions

60>

50

40

30

“ partlally a‘rtnbuted 0.2 stock-based compensation expense of $4.3. mrl ion recorded dunng 2005 relatrng to lh
c rmplementatron of a new:long-term incentive’ plan.for directors -officers an :
S mcurred expenses of $1.8 million relatlng 1o stock:based compensation. Addltronal cost

i of corled tubmg operatrons ln Russra angd the rntegratron or operauons of Ram Cementers lnc were als curred

‘ :J:durmg'rheyear ' e o

. ‘;lmereezt Deps eeszeca eno i}&rez Ex;}eeses .

. Forithe:year ended December 31 2005 the Company recorded net rnterest income of $l 29 000 versus net lnterest o
 expense of $538, 000:a year.ago: The changes were pnrnanly asa result ol debt repayments totalmg $22 8 mrlire

. made in. March 2004 as well.as: net proceeds 0. $26.8 million resolnng frorn a publlc offenn_g ‘of‘ the Companys :

" 'ghares completed in August 2004 Strong cash flow Tn:the latter part of 2004 ancl early 2005 also rmproved the :
rCompany S cash posrlron which translated lo mcreases m rnterest revenue earned durrng the year. . o

o Seprematron expense totaled 317 1 mrlllon for the year compared lo $11 8 mrllron | corded in 2004 The 46% :
“year-over year lncrease was due to a full year of deprecrallon relating to equipmen’l addrtrons made durlng the
latler part of 2004 and oaortal addrtrons made durlng 200588 part ol the Company S capltal program;' L

o jmcowle T

o Buring 2005 the Company recorded an income fax expense ot :$2.5 mrllron compared to $S 8 mlllron‘ in 2004
. The current tax expense for 2005 was $1.1. million versus $5.3 mlllron a yearago. The majorrty or the current tax
|-provision for 2004 related 1o thie profltebllrty of the Company prior to the amalgamatron wrth Demson l’:nergy in
“on'March 24, 2004 Asa result of the ’ousmess combination, Calfrac srgnlfrcantly reduced s current mcome tax i
- related to Canadran operatrons The remaining amount of ihe current tax provrsron can be ahrrbuted to large corpo-
+ration tax:and: wrthholdmg tax associated with the Com pany s S operatrons Calfrac recorded a futtire income tax :
[ expense of Sl 4 million lor the year -ended December 31 2005 versus $0.6 mlllron for 2004.} This provision islargely.. o
rel ated 1o the drawdown of tax pools asa result of the Ccrnpany S profdabrlrty o

-nsrruooe'rE> i

, Forthe year ended December 31 2005 niet mcome |mproved 32% to $60 1 mrllron or Sl 66 per ehare compared
o »to S45: 6 mrllron or Sl 45 per share.in 2004 This growth in earmngs was due 1o rncreased revenue resultmg from : _
' strong demand lor the Companys servrce oﬁermgs and a larger flegt cf equlpment T L S
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_ Wanagements Discussion and Analysis

© NetIncome Per Share (basic)
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Durmg 2005 cash ﬂow trom operatrons before changes in non cash workmg caprtat rncreased 37% to $80 6 mrl- i'
lion: or $2 23 per share versus $58.9 million or $1.87 per share in 2004 Durrng 2005 cash ﬂow was used. to g
| partraliy finance the Company S paprtal expendrtures program : o

‘. . .LIQUIDITY RND CAPITAL RESOURCES 2

o As at December 3 2005 Catfrac had pesrtwe workmg caprtal ot 839 4 mrllron whtch was Iess than the 2004 [0 [
. year‘end working. caprtal posmon of $52 3 mrlhon due prrmanly to the increase in the Company S 2005 caprtat o
: \ program. Lung-term debt net ot current portron totaled $8 0 mrllmn compared to 4 D mdlron at the end: 2004 e

: Caprtat expendrtures for the year ended December 31 2005 totaled $97 6:million. A pomon ot the expendrtures o
rejated to the comp\etron of the’ 2004 caprtal program mcludrng the completwn ofa conventronat fracturmg spread7 L

L based in:Medicine. Hat, Alberta -and two :spreads specifically designed to complete hrgh rate nrtregen fractures on‘:'
: CBMwellsin, Canada The targest portron ofithe capital expendrtures was related to the 2005 caprtal budget whrch -
L rnclLded the addrtlon ot seven fracturing  spreads, frve cementmg unrts and addmonal rnfrastrecture

e n December the Company approved 2 caprta! budget for 2D06 of $148 mrthon In addmon to the two deep frac—
e turrng spreads that: were. approved in'2005:and that erI be.put. into service during the first hah‘ ot 2006 the 2006
s caprtal program contemplates the construcbon ot four addrtronal tractunng spreads four deep corled tubrng umts [

i :ca“sthlow:m’rrrrtpns)f a
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‘{,srx cementmg unrts hrgh pressure fracturrng and nrtrogen pumpers and transportahon equrpment as. wett as add
:;tlonat mfrastructure requrred to support the Companys operatrons One of the fracturing. spreads will operate rn
‘ 'Canadas shallow gas marltet with the three remamtng spreads 1o be focused on the deeper more technrcat markets :
one of which wil be deployed mto the Canadtan market the second wrlt be mobllized to.the Rocky Mountam region ‘; :
cof the Umted States and the third wrlt be deployed either. in Canada or. internationally dependmg on:market: oppor: ‘
';Ztunrtres It is anticipated that the mayonty ofthe. additionat equipment wrll ‘become operatronal inthe fourth quarter,', :
1 of DOD6. Upon completion of the 2008 caprtal program Caltrac wrtl have 27 fracturrng spreads 18 cotted tubrng;
o ‘:‘funrts and17 cerrentmg units. - L G

L on February 7, 2005 the shareholders of the Company voted in favour ofa two-for-one subdwrsron ot the Comp :
o ny S common shares: Common shares began tradmg on.a spiit basis on the Toronto Stock Exchange on February 17 :
"»:2005 As at the date of this report; the Company had 36 378 008 common shares ou standrng Gl

; +.0n February 11, 2005 the Company acqurred the remammg 30% rnterest in Ram Cementers Inc (“Ram”) thereby .
:making.Ram:a wholly swnsd subsrdtary of Caltrac Subsequent: thereto, Ram was wound-up mto Calfrac and all
'”operatrng, marketrng and frnancrat activities became fulty integrated within Calfrac Lo o

: On May 19 2005 the Board ot Drrectors adopted a'semi: annual dlvrdend pohcy Gn June 15 2005 the Company
. pan:t Its initial common share dividend in the amount of $1.8 million or $0.05 per share toall shareholders of, record .

: ot June' 1, 2005 On January 12, 2006, the Company paid its second common share dwrdend also in the amount ;
o $1 8 mrluon or: SG 05 per share to all sharehotders ot record on December 29, 2005 . L

Il Dunng the second quarter the Company entered rnto Iong “erm fracturmg contracts wrth two teadmg 01I and gas
i 'companres operatrng in Westem Canada The contracts:result in the allocation of five fracturlng spreads to these
customers for. cantracted terms of between two and four years and contam mrnrmum work commrtments tor each
spread Three.of these spreads will be focused on the completion.of hlgh rate nitrogen fractures oniCBM wells, whrte L ; [
the remammg two spreads will be dedicated to shallow gas actlvrty in southern Alberta The contracts are consrstent o
. wrth Calfrac’s phrlosophy of havmg a prescnbed levet of |ts equrpment ﬂeet operatrng under long- term contracts a

. .. During tbe fourth quarter Calfrac completed format documentatron for a new credrt facrlrty The Company' i

, . rncreased |ts Irne of credlt from $15.0.million to $2l3 0 mitlion with advances bearmg mterest at elther the bank sfi
o ~sprime rate of Bankers Acceptance plus 1.125%; ‘As at the date of thss report, the Company had drawn $0.7 mllllon

Lot thrs line of credit, The new tacility also includes a revotvrng $50 0 miltion term 1oan that bears mterest at elther}”i {
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[ the bank S prrme rate plus 0 375% or. Bankers Acceptance plusl 375% and |s secured by a general securrty agree-:;
- ment overall of the Canadran assets of the Company As at the date ot thls report, the Company had drawn $20 0, .

;‘E'mrllronofthrsfacrlrty ‘» X s

, Wrth its current workmg capntal posrtron avallable credit tacrlrtres and antlcrpated cash flow from operatrons the ='-:
: Company expects 1o have adequate resources to tund rts hnanclal obllgatrons tor 2006 Lo

. comnr\cruAL o‘eucmous L

Payments Due by Period

Less than After

‘ Total [} : 1 Year 1-3 Years 4-5 Years 5 Years
TN Y. EEaERERE

longtermdentt A0g1s 0 o215 . 4p00 4000

. Operatingleases o osssn 4TI 6321 445t
Purchaseobligatons .. sresaih . 18674 119,260 L
Total contractual obligations 74,098 I | 26,006 29,581 8,451

: ACOUISIT[UN OF CALFRAC SHARES SHARE CANCELLATION BUSINESS COMBlNATlDN ANB EQU Y l lNANClNG ! :

L 0n March 23 2004, Caltrac exercrsed its: option to purchase for cancella'uon 4, 289 844 of rts common shares -
that were heid by another company for $58 4 mrllron : . G

On March 24, 2004 all of the rssued and outstandrng shares of Caltrac were acqurred by Denrson Energy inc.
- ~.(“Denrson") tor a net purchase price of approxrmately '$143; 9 mrllron ($227 5 mlllron Iess rndebtedness of f

+./583.6 mrllron} The net purchase price was paid by Denison rssurng 7.427, 039 common shares and makrn; a cash.

payment of approxrmately $28 8 millon to the shareholders of Calfrac. L L

7 Prior to this: transactron Denison completed a pucllc offerrng of 8 064, 520 commdn shar‘es‘at apriceof f

. $15.50 per share for net proceeds of approximately 8115 3 million. The proceeds \were used tofinance. the c'ash '

G component of Denison’s acqursltron of: all of the shares of Calfrac in the amount 0f.$28.8 mrllron andto frnance the ‘
f b repayment ofa promrssory note totalrng $58 4 million that'had been issued: with respect to the repurchased

‘ | Calfrac-shares referred 1o above. The balance of the net proceeds of approxrmately 829 1 mrllron was added to“ 3
o » ‘the Companys workrng capltal to be used for general corporate purposes ‘ [

: lmmedlately lollowrng completron of the busrness transactron Denrson amalgamated wrth Calfrac and the suc- ‘
cessor company changed its name to Caltrac Well Servrces L td. The combination of Denlson and Caltrac has been .
‘ i accounted forin accordance with Canadran GAAP with Calfrac as the acquiring emrty and as a result the frnancral '
‘f;‘ results for.ait perrods presented in thls report are those generated by Calfrac ‘

o mnlaurr:s» :

As reﬂected in note 11 to the annual consolrdatec hnancral statements upon amalgamatron wrth Denlson the | "
Company assumed estlmated tax: atlrrbutes of appro)rmately $220 million and $170 million tor federal and provrn-‘ ; .

: cral income tax: purposes respectrvely At December 31,2005, the Company had total Canadran tax attnbutes of
: approxrmately $254 m‘lllron for federal tax purposes and approxrma‘rely 5200 mrllron for provrnclal tax purposes L
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 STOCK DPTION PLAN »

- The Compensatlon Commlttee ot the Board of Drrectors in conjunctron wrth senlor management contlnuously : .
revrews alternatives for tong-term incentive plans for the Cornpanys drrectors officers, management and emplay-
. eeS. The objective of the Committee is to develop a .cost effective: incentive plan that jocuses. on the profrtable G

growth of the Company and wilt assist in the retentron and motivation' of the Companys key employees. Dunng o
| 2005 the Company granted a total of 140,100 stock optlons atian average price of $29 92 per optlon Based on
‘this grant price and current assumptlons the Werghted average fair value of each optrorl as per the Black Scholes
- pricing model, Is approxrmately $8.08:per option. A stock-based compensatlon expense 0f 30.4 rrllllon was booked

in the year relatlng to the grant of these op‘nons An expense of $2 1 mrlllon was recorded in: 2005 for all stoc

Q.

‘ The Company beheves that due 1o the rncreasmg responslbllitles 'plar:ed onits dlrectors and the'complexttles of e
, perlormlng those obligatlons directors must be, appropnately compensated in order 0 attract and retam Board
. members who have sufficient knowledge exper ence and expertise. As a resutt m 2005 the Company granted in

. aggregate. 15, 000 defarred. stock.units to its five outsrde directors. The Companys three ‘most: senior officers are
- notincluded inthe employee stock option plan, and therefore, a grant of 17,000 performance stock-units was made e
1o them in December 2005, The amount of the grant earned by senior officers s linked to corporate performance
and consequently, a’ “mark to market calcllation is completed on the entlre allotment of performance stock nits
8 determine the expense for the year At the option of the Company, both the deferred aod parformance stock units :
- can be settled in elther cash or Company shares purchased on:the open market For the deferred stock unlts the .
. ‘Company:is requrred to “mark these units 1o market” 10 determine the expense i be recognlzed in its! fmancral .
o statements for the ex;)n'ed pomon of the appucable vesting period; Durmg the vear, the Company recorded an -
expense of S4 3 mllllon related to stock based compensatlon compared to $1 8 mrlllon 1n‘2004 L

: STATEMENT REGARDING DISGLGSURE CUNTRDLS '

o As of December 31 2005 an evaluatron was camed oat Under the supervision of and with the partrcapatlon ol o
L management lncludlng the Presrdent and Chlef Executlve Officer.and Chief Financial Otflcer of the eﬁecbveness of
" the Companys dlsclosure controls and procedures as defmed under Multllateral Instrument 52 108, Based on the'

. atlon of these dlsclosure controls and procedures were eﬁechve

CRITIGAL ACCOUNTING EST!MATES )

i Thrs MD&A is based on Calfrac S annual consolrdated fmancral s atements that have been prepared in accor-' .
dance wrth Canadlan GAAP. The Company S srgnltlcant accountlng pollcres are descrlbed n note 2 to the annual
consolidated financial statements as at December 31, 2005. The preparation of the consolidated hnanmal state-f .
~~ments requires that certain estimates and yudgements be made: cancernng the reported amount of revenues and.
s EXpenses. and tne carrylng values of assets and liabilities. These estimates are-based on hlstoncal expenence and” s
E maaagements Judgement Antrclpatnng future events involves uncertalnty, and consequently, the sstimates dsed o
by management in the preparatlon af the consol:dated fmancral statements ‘may change as' luture events unfold,
addmonal experience is acqulred or the environment in which the Company operates changes The accounting ;i
E . estimates that have the greatest impact on the Company’s fmancral results are deprecratlon results of legal actlon
. taxation:and valuatio on ot stock optron benefits. .. . G '
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. Depreciation of the Company S property and eqmpment mcorporates estrmates of usetul lrves and resrclual values
These estimates may change as more experrence is obtained or as general market condrhons change thereby -

L Zrmpactmg the operatron of the Company S property and equipment..

A descnbed in notes 10 and 11 to the annual consolidated financial statenents the amount of the future tax
‘vasset ang deferred tax: credrt in respect of the income tax poots available to the Company have been based ontax.
#filings to:date. The income 1ax rates used to calculat the amountof the future tax asset have been based on avall-

“aple information on future mcome tax rates The 1noome tax authorrtles have not audrted all of these pools 80 tar
. asthey relate to the Company ! P . ‘

1 ‘As described in note 17 1othe annual consolrdated trnancral statements, tne Company is rnvolved in a rumber of:
- legal actlons in Greece Management evaluates the likelihood of potential liabilities belng mcurred and the amount ‘ﬁ:
ot such llabllrtres atter careful examlnatron of available information and discussions with its legal advisors. As these .

acttons have yet to reacha status where the drrectlon ofa oourt s decision can be determlned with any rellabrllty,

management is unable o evaluate rts potentlal exposure 1o these iegal actlons at this trme The Company does not:: ‘

expect these clalms to be materral

. Ettectlve January1 2005 the Company adopted rhe Canadran Aecountlng Standards Board amendment to Handbook (
Sectron 3860 “Frnancrat lnstrurnents = Dlsclosure ‘and Presentatron” alonig with Canadlan Accountmg Gurdelme 15 S
. “Consolrdatron ot Variable. tnterest Entities.” The only effect on the: annual consolidated flnanmal statements from
*the adoptron of these: gutdellnes was the reqmrement 1o consolrdate the trust as described:in note 8 to the annual o i

e consolrdated fmancral statements

i RISKS AND UNCERTAINTIES )

. t!e;at;itty ot lndueiry Cpnartrms

Iegrslatron regulatory and economic conditions, global political and military:eve nts lntematlonal trade barners or
drsputes and tuel and envrronmental conservation measures such as the Kyoto Protocol ' L

Seasanet;tp .

. yCaifrac’s flnanoral results are drrectly affected by the seasonal nature of the Canadran Dtl and gas lndustry
The flrst quarter lncorporates the winter drilling ! season when most ot the actrvrty takes place Durlng the second
quarter sott ground condltlons curtail oilfield acttvrty in all ot the Company S Canadlan operatrng areas ‘sugh that
- many rlgs are unable to move aboit due 1o road bans. This: period, commonly referred to as 'spring breakup, f

occurs earlrer in the year in southeastern Alberta than it does'in northern Alberta and northeastern British Columbla

Consequently, thls is the Company S weakest three- month revenue perrod Aotrvlty generally lncre ases again in the: :

‘ ' thrrd quarter for the summerdnllmg programs andis malntarned throughout the tourth quarter: The final quarter s ,
; otten better in some years if the wrnter season beglns prior to the New Year. Accorc mgly, the performance of the.

Company may not be:comparable quarter to'consecutive quarter and should be consrdered on.the:basis of résilts.

for the entire year or by, cornpanng resuits.ina quarter wrth results in the same quarter of the prevrous year Calfrac 7

. aftempts to mitigate the effects of these seasonal cycles by mobrlrzrng equlpment to geographrc reglons where‘v G

‘activity is. ongoing. Fmally, lnclement weather can temporarrly aﬁect orlfleld acbvrty at any tlme ot the year and rn’ it

| any geographlc market
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The demand for tractunng corled tubmc cementlng and well stimulation services largely depends on the level
; of rndustry activity fornaturalgas and, 102 lesser.extent;ofl exploration and development Conditions are 1ntluenced
: by numerous tactors over which ‘the Company.has no controf, including the leve ot.oil and gas prices, governmenth

ji
L
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;Sserces Pricing aee ﬁoa ahits?y ot E«%atez'iai and t‘eanpower ‘ G
. The Company sources its raw ‘materials, such as proppant, chemicals, mtrogen carbon droxrde and coiled tablng,
trom a vanety of sapphers in addltxon its clstorers require prodects stich as steet water methanol and other:ail=-:
: }tletd eourpment such as dnllmg wetl service, well flow back and well testing equipment. Should the suppty of thes e .
“commodities, products and servrces become restrtcted their scarcity could hamper otmeld activity, ~The Company 0
L requrres a:complement of skmed and trained mdrwduals o operate its’ busmess Altnoegh the Company nas: not L ;
' uffered froma shortage of personnel in:the oas’( no assurance can be grven that this wult contmue in the future ‘

::ﬁporaoeg Risks and | aseraase P
Calfrac S operatlons are subject to hazards ;nherent in the orI and gas mdustry Rtsks could expose the Company
[0 substan‘ual liability for personal injury, wrongtul death, property damage loss of ort and. gas produchon pollutron ,
and other enwronmental damages The Company operates aloss preventlon program in: accordance wnh mdustry '
i standards and. mamtams insyrance goverage that it:believes to be adequate however there can be no assurance i,
: that such msurance wm be adequate to cover potentlat liabilities. "

" ﬁreece eegat Aettens - - i : . :
L The Company'is: mvolved in severai legal actaons wrth ?ormer employees of Demson Mmes Inc. relatmg 10 the e
[ shut down of its oil anct gas operatrons in Greece during 1998 and 1999, The Company mtends to defend itselt
. agarnst the claims of the employess, however the drrectlon and flnam:lal consequences of decrsnons tn these actrons .
cannot be determmed at this time, . o P

;: iieei itins irsm ?r;m t}pemsees B p G L

- The Company has dtstnbuted the former uramum mmmg, env:ronmenta services and Caradian oil and gas

| development and exptora’uon businesses to two new public’ compames Despite the tndemntty provrded to Calfrac

. by these compames itis posstbie that claims orilosses, filed: against. Calfrac may not be within, the scope of the
lndemnmes or the mdemnn‘ylng party may Iack sufhclent fmancta resources to satisfy its ool;gatlons pursuant 1o

the mdemnltres : i Bl ’

ﬁﬁm?&ﬁ%‘tﬁi‘s : L i s e
" The Company competes wrth Iarge natronat and muth natronal companies that haVe greater 'ﬁnancial and other
resourcesthan Calfrac. - o » L e

: Cus:eecy ﬁscaange Ra‘ee ﬁ;e& i o o G L
. :The Company S expendrtures tor equrpment and a srgmfrcant proport;on of proppant are denommated in U S dol- L
lars and these expendstures are therefore directiy affected by the Canadian/United States doltar exchange Tate.This :

: exposure |s somewhat mmgated by the Company s operations in'tha U.S,, however these operatrons are currentlyw
- not of: sufhctent sizeito pffset'the exchange rate rrsk for. Canad;an operatrons [ o .

eii%f gation of SEs&s asd ﬁacertetniﬁss : o

. The Company expects that its strong. hnanctal posmon seasoned: management vvith ‘Iarpe investmeats at risk :
: mnovatwe equtpment products and: strong, contractuat relationships: with customers will enhance its- ability to
o weather downtums in lndustry actwtty ang unforeseen adverse events e :
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ouTLoOK ;

Calfrac believes that strong commodity pnce fundamentats wm contlnoe to support strong demand tor its. serwce
"’*otfenngs throughout 2006 and beyond and the Companys 20086 caprtal program w1IE aSS|st in meetmg thrs

. demand.The Petrolsum Servnces Assocratlon of Canada s (1PSAC?) 2006 Canadran Dnllang Actmty Forecast predlcts L
125,290 wells 1o be drilled,-which-would represent.a new, record for Western Canada As the. vast majonty of these
 wells are expected to be focused on nateral gas drilling and with the, Company's servrces eing highly: levered to'
. natural gas; productnon itis expected that this activity wdl be the foundation for strong operatmg results Itis antrc-
- rpated that strong market fundamentals will continue to dnve increased activity in'the deeper, more technical areas -
‘ " of central and northern Alberta and. northeastem British Columbra Through caprtal addmons made fo.its fleet.
o throughout 2005 and 2006 Calfrac is well posmoned to take advantage of tnls growmg market in all of its core
.. service lines: Demand for the Company’s services thatare specifically related 1o CBM. apphcatmns contmues to.bes
. very encouraging. The PSAC forecast for 2006 predacts 3, 500 CBM wells wrll be drilled; another record for Westem o
: . Canada As Calfrac is generally acknowledged as.one of the teading serwce pro\nders in thrs area wrth one of the ,
= targest and most technrcally advanced fleetiof eqmpment servrcmg this specralty market the Company expects to
1 contmue 1o maintain its Ieadershlp posmon through a focus on improving technology and operatlng effrcrency On; 3
- «July 1) 2005, the Company rmptemented aprice book increase ranging trom 5% to 9% dependrng on the nature of ’
. “service provrded and a further 5% prrce book increase was rmplemented on January 1, 2006 tor all of rts serwce
" :;'offerzngs Consequently, these increases should contnbute to’improved ﬂnancral returns for 2006 and beyond. -

Cattrac remaing commltted to growrng ltS . S operatrcns Fundamentals assocrated wrth orl and .gas actrvrty in -

(_the Rocky Mountain région of the United States are strong. During 2005 the. Company- opened a new drstnct office -

. in-Grand Junctrn Colorado o assrst m servicing the Piceance:Basin in’ western Colorado and the Urntah Basinin .

= Utah and alsa eployed a fracturmg spread to.eastern Colorado to service. thus shallow gas: reglon Results from U.S.

: operat[ons during. that: latter part ot 2005 and early. 2006 have been particularly encouraglng, thereby. providing.

0 op’nmrsm for. an active and successful 2006 Additions to the maeagement team combned with the construcdon
.of a fourth dedlcated U.S. fracturing spread to be put into service durrng the flrst quarter of 2006 as wellasan

+additional tracturmg spread to be deployed dunng the fourth quaner of 2006 wrll contnbute to the future growth k

- inthis market. .

e The acqursntlon of the remarmng mterest in Ram dunng the first quarter of 2005 and n=w equlpment addmonsf :
3 made throughout the year reaffirms Caltrac’s: Iong -term commitment to grow its cementmg servrce fine, With- the
planned addition of eight cementing units: during 2006 along with new operating bases in Grande Prame and L
Strathmore Alberta the. Company |s weIE posmoned Tor srgmtrcant growth in thls busmess lme '

o Durmg 2005 the Company commenced operatrons in Russna under a long-term contract tor the supply Jf wo.
o deep ‘coiled tubing: units mciudlng nltrogen fluid. pumplng and related welt. service equrpment to the. Russran well
service market. These units, which have been supplied from Catfrac’s Canadran operating fleet:and were upgraded S

: tor Russran operatrons are currently operating in Western Siberia. Calfrac wilf be replacmg these umts in Canadaiss e L
| with newly manufactured equipment that will be put into service during the first quarter of 2006. Calfrac’s iten- L
tion is to contlnue to rev&ew other long term supply based opportumtles in Russra with the mandate to grow« _ o

. this operation by dlversrfyrng its customer base and expandmg its'service ofterngs Calfrac has numerous semor .
"”execetlves and management with. Extensive Russian well serwce mdustry experience, whlch togethef with strong. .

* demand in this market for Western technology, makes the Company welt posn oned 10 effectrvely and profrtably C o

o operate and grow in thls market . ~ e
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- Quarterly Revenue (milions)
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: OUARTER;.Y RESULTS 2

Contmuous mpmvements in Calfrac s financial and operahonal results over the past elght quarters are hlghllghted »;
by aggresswe capltal programs expanded -service lines; new operatmg reglons and steady gmwth in: operatlonal
actxvmes The followmg table sets forth selected quanerly information of the Company for the. Iast two ﬂscal ‘years:

;11 Quarters Ended Ma: 31 Jun. 30 Sep. 30 Dec. 31
T 000s seeptpershre datay T L R s s e 3;; i s
| Revenue

Vi i

Totat i1

fogos aaels Tiam o e il 314325

ebwmagn 0 may | 7ese, | 2880 6335 G s il
Net income (loss). . o 2110 (1878) 1284 27372 1L eOM3
| Pershae-basicy . o 08D . (g5 03 075 166

Lgitedq 0 o5 (s 83 075 o1es

. Cash flow from operations &1 . 26015 2280 18503 33 784 i1 80502
Pershare —bascqy . 072 066 05 Loamsii o0 2@
. gwedm om0 08 Cost 0 os2il o 2200f

mmre 25330 1907 :‘ié,zuze Comgam i TeENt
Pershare—bascey . 070 ‘005 . 0s0 o084l 220

. digedpy o 088 . pes a0 oS3y 218

. Capltalexpendltures o L 22108 25853 28241 206124; . erp1a

Working capital 9103 22301 12962 39,396 i1 39306 i
Shersholders equity  yer0et 192508 207679 234021 i 234071
Fracturing spreads ) : ' { i L e o
. Conventional . ¢ e 1B B 3 ar
Coalbed methane iy e
TTotal e L a0
Colledtwbingunits 0 o
OShallow - g g 8 gl . g
GDeep e a0 s T 3
HoTetal e R Al . R
Cementlng units (i.*) L s . o iy 8 9l ¢ ' g

1 Hlsmrncal per snare \nrormahon has beert adjus&eﬁ for the two-ior-une mock spilt appruved by sharamlders o7 February 7; 2005

12, Cash flaw s deﬁned a5'2Cash prwided by aperating activities: before changes in/non- “cash wcrkmg capital.” Casfi flow-and casn How per, Shiare afd measures that”
L provide shafehbiders and potential investors with-additional infermation regarding the. Company’s tiquidity and.its ability to/generate fundsto. tinanceits operations:
'+ Managementiutitizes these measures {oissess the Company 's ahitity o finance Gpsrating activities and captial éxpengitures; Cash flow, and:cash fiew:per. share arg
i : rot:measures that.have any g prescrived by Canadian GAAP and accorﬂlngly may not he comnarable Yo similiarmedsures used by other companies. i/
: 3.: {EBITDA repiresents Income bsfore Interest, depreciation and tization. EBMTDAS notiaterm that s appmved undsr Canaitian GAAP.as the calculation of. EBITDA
i i$ not.always used iy by reporting issuers. ingly; EBITDA, a8 ihe larm Isiused hereln, may notbe comparable to-EBITDA ‘ag reported by athet enﬂﬁes i
L CERITDAds presénted because il ls frequenﬂy used by, securitles analysts and others in eva)uatlng cnmpames and mesr abmty tn servlce uem. e
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Quarterly Net Income (mifions)

30

25>

e m o wmaw o w
e oos L s

Quarters Ended Mar. 31 Jun. 30 Sep. 30 Dec. 31
(uuus,expgmperrsnarenafé)vv‘ R ‘s s e g r i
Revenue . 57008 41066 80538 s,i"az477 L ampre it
Gissmargiht T 0 0 L0 ioveest ) 763 20732 34346 o 837ey
L Nemeomer o i opes e T o313l 45630
_ Pershare - basic (1 - G44 gos 0 o oma o opealh 148
L diedy s oos 0 0s o osn i
. Gash flow from operations @ 11235 . 4g74 0 14880 - 2BSE UL
Pershare-bascm o 054 o4 . oe . o7l 7
| odwedgy 0 0 0se 014 om o oomsi s
emonm L Bssas, 15088 e
. Pershare-basicy o7e . ety om . omd oo
o diuted 678 013 0 0wl 208
| Cpalexpenditures. . 12a30 13200 14845 £ 51327
Wondngdeptal -t wem 8280 3,427 52343 | 52,343
| Sharenolders' equity 110,400 112085 151402 174,956 S 174956 i
| Fracturing spreads (& L o e
 Govertonal . 80 i 12
Coalbedmethane . B p s e g gl
om0 e 2k T3 e 140
~Conedtubmgumts(#; Lo o o s
Shallow o g a9 B .
TTotah L 0l e Sl o e At
’Cemen'nngumtsra Dl e . L A

1. Historical per share intormation has been adjusted for the wo fnr—one stock split:approved by shareholders on February T 2005

2.Cash flow'is Hefined as “Cash provided by operating activilies bettra changes i nor-cash womlng capital:™ Casf flow and cash ﬂnw ;Jar Share ‘are‘measures that? s

1. provide shareholders and ipotential investors with additional information: regarding the Company's-liquidity am s abmry o generate fungs to: finance its operations; L

Mauagement ililizes trese mieasures to assess the Company's abillty:to'finance pperating activitles and Cash flow-and cash flow:per- share-arg: .t
thal have any dardized meaninD préscribed by. Canddian GAAP: and ar:cu'dmgiy may notbe r:omparablem srmllar measures tised by.other. cumpanras

3 EBITDA represents \ncome before Inierest taxes; depreciation:and; amortization. EBITDAS notia term that & proved; under: Canadi 1 GAAP 25 the calciilation-of ERMTDA
HiS ot always lised consistently by reporting'issuers, Accordingly, EBITDA; as the termn is ised herem may: not beicomparatile’to EBITDA:As reporied Dy other, emmes o e
EBITDA is. presented because # is frequently used by securmes iysts and others in‘eval i tneir abifity to, semce ﬂehL i § N S

vzar}a Samfth Gﬂamr ?en‘armaﬁce 588’%3‘533’3’ : « 3 . :
For the three months ended December. 31, 2003, Calfrac estabhshed new records in: revenue net mcome and

cash flow: Revenue for the quarter |ncreased 35% to d:record $111.6 mllhon from $82:5. mi Iron reported ayear - i

’-V‘:_ago Fourth quarter net income rmproved 18% to $27 4 million ($0 75: per share) versus $231 mllhon ($0 B4 pers . P
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ﬁuarterly Qash Flow [millions) .

35>

30

25>

20

e wm

v : o
2004 LT

v: sharel |n the same penod o0f 2004, while tash ﬂow from operatrons before changes rn non cash workrng caprtal P
fose 20% to $33 8 million (30. 93 per share) compared to $28.2 mitlion (so 78 per_s_hare) recorded in the 2004.; I
hthree»month period S i ch Do :

. Revenue e : G
’CANADIANOPERATIONS e e .

i ' Revenue from. Canadran operatlons for the fourth cuarter ot 2005 lncreased 28% to $96 D mrillon versus;-r
. 575.2 million recorded in the 2004 three- “month period. Canadtan tractunng revenue for the quarter totaled $91.5.
- million compared 10 $69 0 million in the correspondrng perloo ot 2004. The rncreases were posrt vely. impacted by

. the mtroduchon dunng the year of four new conventronat and two. CBM fractunng spreads along with five cement-- .
‘mg unlts a price book increase o the Companys service offerings that became eftectlve Juiy 1, 2005 and high

. ‘gnergy prrces, whrch lead 10 strong demand for fhe Company’s pressure. pumprng servrce lines. Calfrac. completed

. .2,083 Canadran rracturrng jobs dunng the fourth quarter of 2005 for.average revenue of 544 346 | per. jOb comparedf -
ol 914 jobsfor average revenue of $36.053 per job the prior. year. Improved per-job.r révenues were pnmanly due
10, a substantrat increase in the amount of w0‘k compieted in northern Alberta and northeastern British Columbra
(that represents hrgher priced deep, technrca ly challenging projects), a greater number of CBM. robs completed
i 5|ncreased book prices and a strong commodrty prlce environment, whichlead 1o hrgh levets of treld actrvrty aad m turn o
:lower drscounts frorn pnce book tor work comp eted on a caliowt’ oasrs :

, Revenue from Canadran corled tubmg operatroas tell 54% to 31 8 mrllron inthe 2005 three month penod versus

. '$3.9 mrlhon a year ago with 1,723 jobs: completed for ayerage: revem;e of. St 020 per jOb compared 101,877 JDbS o
: ~for average revenue of $2 094 perjob in 2004 The decrease in fourth quarter per job revenues was. pnmanly related -
10 the redeployment of two deep-coiled tubrng unrts trom the Western Canadran market 10 Russra "which occurred‘ v

. 'durlng the second half. of 2005, as well asthe mobllrzatron of one snallow colled tublng unrt tothe U.S. Rocky Moun:
fain reglon durlng the: four’rh quarter. Consequently, the remarnlng corled tubrng feet was focused on shallow gas:
i '; operatrons rn southern Alberta which tradlhonally have lower revenues per lob e i

. Revenue from the Company S cementlng operatlons totaled $2.8 mrllron forthe three months ended December ét ‘

‘ 2005, an increase ot 27% from'the $2:2 miltion recorded in-the fourth quarter of 2004. The Company completed“ Do
e 289 jobs durlng the penod for average revenue 0f $9,604 per lob compared to 287 cementmg ]ObS for average
revenue of 57, 714 per rob a year:ago. The rmproved revenue per job figures were a result ot mcreases in the srze, .
. of jobs. completed dunng the quarter the expansron of this service line into the deeper more technrcal regrons of
‘northem Alberta and a prlce book mcrease that became effechve July 1, 2005 e e :
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. Management's Discussion and Analysis

o ;UN|TED STATES O?ERATlDNS
.. ‘Revenue from Unrted States operations totaled S$14. 4 m IIron for the three months ended December 31 2005’:-
”compared to $7.3 million recorded in the same period of 2004. The 9?% increase was: prrmarrly due to strong n
activity levels in. the Piceance Basin ot vvestern Colorado and the Companys entry into the shallow gas market of :
| eastern Colorado During the fcurth quarter the Cornpany completed 233.U8 tracturrng jobs tor average revenue
. 0f'861,816 per job compared to 94 ‘jobs for 877, 942 per jobin 2004 The decrease in per job revenues was prima- .

rrly related toa weaker {15 dollar on a year-over-year basrs as well as the commencement of operatrons rn the.
| shallow gas market of eastern Colorado , : i

' PUSSIAN OPERATIONS L i . -
. The Company commenced corled tubrng operatlons in Western Srberra Flnssra durrng “the latter part of 2005 i
:»Results from these operatrons wers not srgn ttcant for the three months ended December 31 2005 ' :

. &soss t‘ﬁe;gt ‘ » ~ L o t
. The Company recorded consolrdated gross margm of $43 3 mlllron in the ourth quarter of 2005 an increase'of,
1. 26% from the $34.3 mlllron recorded in the same perrod of 2004, As a percentage of revenue consotrdated gross o
: ,margrn was, 399% for the 2605 three- month perlod compared to41%a yearago. The decrease in gross margrn was*:: i
A result of a farger: portron of the Company*s rBVenus berng earned in the u.s, whrch tends to have fower margins
. when compared to the Canadran market as well as start up costs mcurred for the commencement of corled tubrng: .
. gperations in Russia. e L » L

‘ Expenses .
~ DPERATING Exeervses . i
‘i During the quarter operatrng costs tncreased 42% to total s68 3 mrllron VETSUS $48 1 mllllon rn the fowth quarte‘
: of 2004 due toa larger fleet of equrpment nigher leveis of activity and the addition of ‘new operatlng ‘basesiin
‘Strathmore, Alberta Grand Junction, Colorado; and Noyabrsk Russra that were opened to-better service the(‘:om-z

 pany's customers and expand the. geographic diversity of s operations. Calfrac also incurred addit onal expenses.
 asaresult of the expansron of its Grande Prairie; Alberta operatrng base; which serves as a stagl 19 area for the, A‘ :
Company S growth into the deeper ‘and more technical fractiring, corled tubing and cemenbng markets of northem‘ o

i Alberta and northeastern British Columbra Dperatrng gxpenses during: the three- month perrod were negatrvely?f‘

» . rmpacted by hrgher per unit nitrogen. costs due to increased electrrcrty prrces Electrrcrty isvirtually the only. varlable | -
- cost associated with the productron of nrtrogen and as a result, the increased prrce fad a srgnrfrcant lmpact on. the -
- cost of nitrogen durrng the' quarter The Company also experrenced addrtsonal costs in hrrlng field personnel in
L arivance of new equipment rollouts to.ensure that its employees are adequately trarned to operate the added equrp- .
ih ‘rnent pnor to placing'in: servrce : : : : o

_1SGRA EXPENSES
.+ 'SG&A expenses totaled $9 1 mrlllon for-the quarter ended Decembar 31 2005 compared t0:$6:4 mrllron in 2004 ;
As a percentage of revenue, SG&A expenses for the fourth guarter of 2005 were, 8% consrstent withithe correspon-f
. dmg period'a year ago The |ncreased SGRA expenses can be attrlbuted to.the. expanded geographrc and servrce'
ulrnes offered dunng the latter part ofthe year along with ithe provrsron for. management and staff bonuses whrch
are drrectly related 1o the prohtabrlrty of:the Company durlng the quarter - : : : i G

rrvrenesr DEPRECIATION AND oreee EXPENSES
¢ The Company recorded:net interest expense of:367, 000 for the quarter ended December 31, 2005 compared o

net interest:income of 871 000.in 2004 The Company’s aggressive 2005 caprtal program resulted inthe use of:
b operatrng facilities to partrally hnance fourth quarter caprtal expendrtures .

: Deprecratron expense rose 41 %10 34 7-million:from $3 4 million. in the fourth quarter of 2004%The mcrease in.
depreclatlon expense. isi dlrectly related to the Company s larger caprtal base resultmg from aggresswe caprtal o
3 programs in.2004 and 2005 : : :
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, iaaea‘ee rax . e i
- The Company recorded income tax expense of SZ 0 m:lllon for the quarter ended December 31 2005 versus $1 5
- mltllon recorded the prlor vear. Current tax expense for the quarter was S0.8 milion, whlco was largely attrlbuted :
o profltablhty ofthe Company s 1/'S. operations..compared to $0.4 mrllron i 2004 Calfrac recorded afuture lncome _ ,
tax expense:of $1:1 million for the. three months ended’ December 31 2005 compared o $1.0 mllllon recorded i .
. the fourth quarter of 2004, The income tax provision for both years was prlmanly related 10 the drawdown of the
. ,ECompany s tax pools as 2 restlt of protltabllrty inthe quarter. naddition, me future mcome tax provrsmn ‘was also
atfected by the tlmlng of: deductibllrty ot certain expenses for tax purposes .

%éet lnceme i , G
i Durmg the fourth quarler of 2005, the Company recorded neti income of 827 4 mllllon or $0 75 per share an 18% .
iilncrease from the $23 t ml Ilon or SD 64 per share recorded a year ago.. : : o

“aast; How : : - .
Cash flow from operatlons before changes in non cash workmg caprtal for the three months ended Decemper 31 -
22005 rose 20% tototal S33 8 million or $0 93 per share compared 10 $28 2 million or $0 ?8 per share recorded in 2004. , |

taewd;ty arzd Gapttet Resoieees ; L i i o
Caprtal expendltures totaled $20 B mrlllon for the three months ended December 31 2005 The maJorlty of these o
. expenses related 10.the completlon ot the Company s 2005 capital program, which included: the deployment of four:
L tracturmg spreads during the quarter as well as the censtruc’oon of two_deep fracturrng Spr ads three coiled tubing
1untts andftwo cementing units that are expected to be deployed in early 2006. =

“SEDAR)

 Additional mformatron relatlng to the Company, rnctudang rts Annual ln’rormatlon Form can be accessed on the: =
4 ‘Companys webslte at www calfrac.com and on the Canadlan Securlttes Admlnlstrators System: for Electronlc .
Document Anatysrs and Retrleval ("SEDAR“) at www sedarcom L '

FORWARD LOOKING STATEMEHTS v

L Certam statements contaloed in th|, report mcludmg statements that may contaln words such as “aotlolpates T

. “can,” *may” “expect,” “believe or belleves“ and “will” and similar expressions are forward-looking statements ‘
. These statements may rnclude but are not limited to, future capltal expendrtures future financial resources tuture‘

'orl and gas:well aotnnty, outcome of specmc events and trends:in the il and gas mdustry These statements arg e
o derlved from certam assumptions ‘and analyses made by the Company based onits expenence and 1nterpretat oo
of historical trends, current condmons and expected future developments and other factors that it believes are

- appropriate in the circumstances. These statements or. predlctloos :are subject 10 a number of I-nown anid unknown,

- nsks and uncertamtles which are dlscussed prevrously in this report, That could cause actuai results to differ mate:
L rlally from the Company 5 expectatlons Consequentiy, alt of the forward Iookrng statements made in this.report i
_are qoalrfred by these cautionary statements and there can be no assurance that actual results’ or developmeots'

“antrcnpated by the Company will be: reallzed or, that they will have the. expected consequences or. effects on the i
+:Company or. its business or: operatrons The Company assumes no obtlgatlon to update publrcly any such forward- » :

look;ng statements whether asa result of new rnformatron tuture events or. otherwrse o

. DOUGLASRORAMSAY
" President & Chief Exscutive Officer.

" romiweovenici e
Vice Prasident; Finance & Chiat Financial Officer.

- February 28,2006 -
Calgary;Alberta! :
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~ fireatment line is assembied in preparation of a high rate nitrogen fracturing fob. The treatment fines are inspected regularly
throughout the project to easure welisile safely is madntained,
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 Management's Report

bTio therShareholder's of Calfrac Well Services Ltd,

L The:ac ,ompanylng consplldated hnanmal statements and all lntormatlon in the Annual Report are the responst-
_Ef; blllty of management The consolidated: financial statements have been prepared by management in accordance L
. with the accounting pollczes set out in the ‘accompanying notes 1o the consolidated financial statements When o
L necessary; management has made mformed judgements and estlrnates in accountmg for transactlons that were not; i
L 'complete at the balance sheet date. inthe opinion of management the conselrdated financial statements have been
L prepared \within acceptable limits of materiality and.arein accordance with Canadlan generally accepted accountlng f, :
principles (“GAAP?) approprtate in the circumstances: The financtal information: elsewhere in the Annual Report has' - E

' been revuewed 0 ensure. conststency wrth that in the consolidated: fmancral statements - ;

Management has prepared the Managements Dlscussmn and Analysts ( MD&A") The MD&A is based on the
G Companys finaricial results prepared in accordance with Canadian GAAP: The MD&A compares the audlted financial
. results for the years ended December 31 2005 and December 31 2004 Bl e L

. Management mamtams apprdpnate systems of mternal contro Pohcres and procedures are desrgned to glvev oo
»freasonable assurance that transactions are prpperly authorized, assets are safeguarded and flnanmal recordsﬂ
L properly marntamed 1o provrde rellable |nf0rmatron for the preparahpn of frnancral statements \ ‘ :

: PncewaterhouseCoopers LLP,. an mdependent flrm ol‘ Chartered Accpuntants was engaged -as approved by 2
: vate of shareholders at the Company S most recent Annual Meeting, to audit the: consolldated tmancral statements ll‘I
‘,(accordance with Canadlan GAAP and provrde an mdependent prpfessmnal pplnlon : Lo

The Audit Commlttee of the Bpard of Dlrectprs which is comprrsed of three rndependent and unrelated dlrectors . |
;who are not employees of the Company, has dlscussed the consoltdated fmancral statements including the notes
thereto, with management and external Auditars. The cpnsolrdated flnanctal statements have been approved by the
‘: Board of; Drrectcrs on the recommendatron of the Audit Committee.. : o

_nuueus R RAMSAV G
»‘President & Chief Executive utﬁner

CToM MEDVED!G - :
| lllee Presiﬂent, Flnance & chlef Flnanclal ufﬁcer it

. Fehruary!ﬂ,znﬂs L
Calpary, Atberts :
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QAL_iditors‘"Report} .

 To the Shareholders of Calfrac Well s‘e:rviees;Ltd.( .

We have audlted the consohdated balance sheets of Catfrac Welt Services Ltd..as at December 31 2005 and o i
112004 and the consotldated statements of operations and retamed earnings and of cash fows for the years then - :
: ended These consolrdated financial statements are the responsrbmty of the Companys management Our respon-:
L smmty is to express an opmmn on these consohdated tmancrat statements based on our aud;ts E

: We conducted our: audlts in accordance wnth Canadzan generatty accepted audlttng standards Those standards'
requn’e that we plan and perform an. audit to pbiain reasonable assurance whether the fmaecrat statements are .
. free of matenal mtsstatement An audit includes examlmng, ona test basis, svidence supportmg the amounts and.
[‘dlsctosures in the financial statements. An audit also includes assessing the accounting principies ysed and srgntf- :

| jcant estrmates made by management as welt as eva uatmg the overall fmanmat statement presentat;on A

o tn our UDIHIDH these consohdated fmancrat statements present fairly; in all’ materlal respects the fmanmal . L
. position of the Company as at_December 312005 and 2004 and the results of its operations and its cash flows for -
- the years then ended in accordance wrth Canadlan generatty accepted acceuntang pnnmptes L , e

- Ghartered Acoountarits

i February 28, 2008
' Calgary, Afberta !

#5 45", CALFRAT WELL SERVICES LID. @5 " 2005 ANVUAL REPDRT

_




“,‘::'Cfc,m;;ﬁOIiaated Balance’ Sheets |

As at December 31,
L ooy ‘
Assets |

‘ Current assets :
. Cashand cash equwalents
“Acccuntsrecewabie B
: income taxes recoverable
Cdnventory 1

a0

585

‘2219

56,600

e
1363 4

Prepald expehses and deposxts ! ‘

' ZShareholders equ:ty :
: Capltal stock tiote 7

* Shares held i frust ote)

‘Contributed surplus

13767
. (1389 ]

2317
432

, v 100,057 | 88,630
'Caplta! assets s 3. 198302 1 | 120815
" Long-term investment 3 o
 Intangible assets {note 4y, . 35
Goodwill \ . 6003 1 13,604
< Fuhire moome faxeS potes 1070 1) 132128 53,3
' 336,815 i 266,196
» ‘Lla:bilities ’
» T:urrent |iabiliies :
. pank indabtedness tote 5 10813 .
Accounts payable.and: accrueﬁ llabllltles ;46748 | 32643 1
- Income taxes, payable | ' o485 LoD
Current pnmon oflong-term’ debi (nnme H2,615‘- Ee
o o 6061 :
HLong-term debt (notgs) o 8,000 3,958
 Other fong-term lizbilties 6306 1 2765
 Deferred credit s 020 11) ”27,327 47600 i1
W ‘Non comrollmg mterest : [IlE By ey ‘
: i 102794 917240

138478 1
651
37,832

" Retained garnings

234,021

474956

Comrmments and contmgencces (notes 14 e 17)
o the veolidat -'fmannal statemems

See

Approved by_the’\Boai;_d of Directors; -

‘JAMESS BLAIR
iy :Dnec’mr

GREGORY S/FLETCHER '
Director S

336,815 |1

266,196 i1
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. Cbﬁés\pl’idatéd_ S‘Vtatgr:nents,‘(‘)'f:v()kpérations' and Reiaihed:Earn'i_hgs’;_[

2004 i

:
’-(Bms,éxnaptpershareda!a) G : M 'i . $
e . ~;314,325 B e

! Years Ended December 31,

EXDBUSES ; ;‘ B ; o ;: y z( : e o GREiEe ; i

Coperathg L L ‘205227 .
. Selling, general and admmnstratl e : i o o ‘29467 '
* Restructuring costs ote 111 ; : L ' L
* ‘Equity share of income from (iung term mvestments

: Foreign éxchange losses: (gams) and other

‘ :"; L'gss on disposal:of:capital, assets i

157 506t
-~ 18,730;
o ees
(13)
79 &
77352

234,714
79611 |

| Deprema Dﬂ : :
: _Amomzahcn of mtanglbles '
. Interest expense (income)
" income before income {axes ‘
" Incoime takes (ate 1)
' Current o
- Future ©

income before non-controlling interest. .~
- Non-controlling interest. . L S :
~ Net income for the year . e L T oepm3 45630
Retained earmngs,begmmng of year L R e .37832 T 42:,71’1}}
Dividends” - o » D (3623) ;b L
f:Eﬁectofcnange in accounhng for stock Based compensatlon (nmes) L |
: Purrmase and cancenatm of shares (mte 12)

¢ Elimination of deﬂmt on amalgama’non (noted 1y
Retained earnings, end of year

. Earnings per share ¢ote 7 e o T s

o]

(azg) :

| (53,866) i1
g8
37892 |

Basic 166 || 145 | .
Diluted o 184J 145 e e

See accmﬁpariylng’ notes o the éonsoiidated financial statements,
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_ Consolidated Statements of Cash Flows o
Years Ended December31, 2005 i
oy ! ~ o
. Cash provided. by (ussd iy L
Operatmg achvmes : o
Net income inr he year « 60,113
ltems not/invalving cash i
. Depreciation and amomzatton 17179 000 11992 1 . o
Stock-based compensa’non 2‘,093’ i . 65 e
 Equity shafe of income from long-term mves’tments : ‘(325)"{»5,* e i i o
o Loss on disposal of caprtal assets Sasz T8
Future income taxes. 1 1,400 o B13,
Non-controlling interest .. oend o
 Funds ‘provided by operations B0S92 i 58946
gesas o @assn i

Net change in:non- -cash operaimg assets and habmtles (note 16} i ’
» . L z 2047 | 34395 11

Fmancing activities

< Issueof long-term debt rote 6)

. ; Long-term debt repayments

L Dmdends

Purchase of common shares (nmes 8a 12

- Netproceeds from share issues received on amalgamation (ete 11)

| e
: 12013 L j‘1v:379“:‘ L
o i @280 :
e o
el BRI
qge7 i 26832

_Net proceeds on xssuance of comman: shares :

gy R

 Investing activities e
. Purchase of capitalassets.
L Praceeds on disposal of capital asseis

@ewl D
s S
ooyl (1:759).

Acquasmon of subsidsary, net of cash acqmred

4 (100,562) (5297511

| lncrease (decrease) in cash pusttlon

(@863 | 12882

Cash and cash equivalents, Beginning ofyear 27830 1L 14968
Cash and cash equwalents (bank mdehtedness), end of year (10,813} " . 27,830 .

See accornnarwmg nnm tc lhe consolidatad ﬁnanclal sTatemenE
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Notes’to Consolldated Fmanc;al Statements

' Yours Endod Docember 31, 3005810 20041
{0008 except per share data) ~

1 DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION )

- As:more fully descrived in note 11, Calfrac Well Services Ltd. (the "Company )was formed through the amalgamanon o1 Calfrac: o
el Servroes td. (predecessor company originally mcorporated on June: 28 1999).and Denison Energy ing: on:March, 24 L '
2004, under the Business Corporation. Act Alberta) The Company provides specialized orlfleld services, |ncludmg fracturing;

i = corled tubmg, cemenrmg and well stnmulaoon servrces 10 me oil.and:gas mdustrres in Canada, the United: States and Russra e

2 summnv oF srcnchm Accounrms G POLICIES >

The financial’ s’ratemen’rs of the Company trave peen prepared: by, managemen‘r in accordance wnh Ganadran generally :
< ‘accepted accoummg principles. Because a precise determination of many ‘assets and |iabilities is dependem upon future:’
. events; the preparation of financial statements necessarily involves:the.use of estimatesiand approxrmatlons that have been' "
. thade using careful )udgement The financial statements fave. in. management's opinion,:been. properly prepared withm-

o reasonable limits:of matenalr’ry and wnhrn the 1rarnework of the srgnmcar\t accountmg pollcres summarrzed below, :

. | (a) Prmcrples of CDnsolldahon

' These flnancral s‘ratements mciude the accoun’(s of the Compan’y andits Whony o'whéd su:bsidiaries in.the ‘Unitedrstatesﬂ i
and Russia. a e '

.  {b) Foreign 0urrency Translatlon . 1

i The financial aocoums of the Company's:U.S. and:Russian subsroranes are transrated mto Canadran currency usmg the
" "tamporal method:of fransiation: Under the temporal method monetary items are {ransiated.at he rate of sxchange atthe 1.

.- balance sheet date, while.non- monetary.items are translated at the historical rate apphcahle on'the date of the/transac-...

- tion givingrise 10:the non- monetaty balance: Revenues and expenses are transiated at the monthly average exchange! ol
‘o rates’ Gains:or fosses in translaoon are recognized in income as they occur il . : i

e . ‘(c) ‘Cash and cash Equrva|ents

Cash and cash equrvalents consist of cashon deposrt short: Term mvestments wrth ongmai maturmes wrthm 90 days and fiis E
marketame securmes that are carned at the jower of.cost and market ua!ue : ‘

o @) inventory

‘Inventory consrsts of ohemrca!s nnrogen carbon dnoxrde cement and proppants used to stlmulate wel\s and rs stated
the lower of costy determmed on & first-ir, hrsr-out ‘basis and net: realrzahle value L

o) Capital Assets

' Capnal assets:are recorded at cosr and are depreciared oyer'm'eir estimatecl economic usefullives »using’ the srrarghtfline ' :
method atthefo!lowngannua\rates i Pl G

R el equrpment i o D e T10yearst
s 0 Bupdings Co e ’_{fZO"ye'ars i
//Shop, oﬁrceano other equrpment e : S “ 5Vears i
+' Computers and computer soﬂware o i Syears e
Leasehold rmprovements Cad ey Term or the tease l :

(f) Long-Term Inves1ments

The Company equrty AcCOUNTS for ns investmentin shares of a company over which it has srgnmcant mﬂuence Under o S
Lithe equrty method of accountmg, rnvestments are carried at thelr ongma! cost plus the Company S cumulatwe share of i
RAININGS; less any drvrdends recewed Bk

© GOodwmandlntanglblel-\ssets e

- Goodwill represen‘rs tne excess of costover the farr vajusiof.net assets acqurred 1ntangrb|e assers are recogmzed apart i

“ifrom goodwru and:are “amartized over:their estimated useful-lives. Goodwrll’and mtanglble agsets:are; assessed by the,
Company for. lmparrment at/least annually:The rmpalrment testis carried outin; {wo stéps: inthe first step, the: carrymg it

iamountis compared ‘with its fair value; When {he fair value exceeds its cartying amount goodwrll i5 consrdered nottobe. L
‘jmpaired and: sperformance of:the second step of ‘the rmparrment test is unnecessary..The second StEP; compares the e

|mphed fair value of:the goodwm withiits carrying amount 1o measure ’rhe amount of the rmparrment loss. if.any.

{h lncome Taxe 5

The Company fouows ihe habl!ﬂy method oT determlmng income taxes where futore mcome taxes are determmed baseo on
temporary drﬂerences oetween me tax bases of assets or. lrabllmes and therr carrymg amounts |n the ﬁnancral statements

o (1) Revenue Recognmon

../Revenue is recogmzed as servrces are reéndered and when delivery o‘ccur‘s for produc’ts. LR
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5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)»
S Stock-Based Compensation Plans s
 On January 1, 2004, the Gompany adopted a
i that requires companiesito recognize:compens 5.
. “method, the Company recognizesthe fair.vaiug of stock optien granis overthe vesting period of

- to'compensation expense anda Grediti6 contributed surplus: The effect of 11is

o opening retained earnings at January1;:2004 by $829. See also aote 9.
{k) Variable Interest Entities - . - . o
1n;2003, Canadian Accounti

‘new. CICA Handbook section on
sation cost for the fairvalue of st0cK options gran

ng.GuideIineTSj (“AcG 187) “Consoligation of Varial
Effective January 12005, AcG-15 requires consolidation’ of a:VIE where an.en
" receives.a majority of s returns, or'both‘Under these f
- solidate the Trust,which was established to purchase and hiold Companystock as
consolidating the Trustion the Company's balance sheet s a reduction in investments an
: . tfstiof $1,385, with minimal impact on riet.earnings: Baln i
(0 leases . L
. In'December 2004, tne Emerging fssue
* Gontaing:a Lease” ("EIC 150%). £1C 150 provides guigance on how
that is within the'scope of CICA Handbook Section 3085, “Leases.” he guidance in
‘arrang‘ement conveys to:the purchaser the right touse @ tangible asset; ang:is effective

| modified aftér yanuary 1/2005, Upon review.of te Company's current contractual arrang
! natifione of ‘them contains a iease, The impact of EIC 150:0n the Companys future results 0
coridition will depend on the terms contained in-contra

< Committee of the CICA \ssued EIC 150, "Deter
1o determine whether}an arrangement
FIC: 15045 based

() Comparatives Co - . o
Certain comparafives have been reclassified fo vconfo\n'n with the financal statement

5 CAPIALASSETS:

a refroactive basis; without restatement,
ted. Under the fair value.
these grants asa charge:
¢hange in gccuuming:poii‘cy was to reduce

bie Interest Entities” (VIES?) wasiissued.
ity absorbs a majority of 2 VIE's 10sses,”
ules it was determined that ine Company.is required to con-.
Jescribed in note 8. The impactot
d an‘increase in shares heid:in'

mining Whether an Arrangement,
containsalease. i
‘ phiwhetherthe .o
for arrangements gnteredinto of:
ements, it has been determingd’
siand financial.

f operation
cis signed or contracts amended in thefutire.

presentation adoptei:} inthe c'urrent:’y’ea’;. : .

2004

" g at December 31,

£

. cost. e Lo
- Assets under construction 145,88
 Fleld equipment 129537
 Buldings il
land 2087
1479

. Snop; office and.other equipment

1
3
i
i
h
v
3

o

- Computers arid. computer software
| sasehold improvements. . e 356 {1
248,614 i 155480 i

i Ac_élimulated Dep_reqiation o
- Assets under construction
Fiold equipment: a
Buildings
tand .
. Shop; oftice and other squipment
' ‘Computers and computer §oftware
{ snsehold improvements G

. 'NetBook Value - .
0 cAssets under c‘unsfrdc{icn‘
. Field equipment :
Buildings
Ctad o
Shop, office and other equipment,
S :COmputers and computerf software
isasehold improvements
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* Notes to',Consdlldated'Finan’clal Statements

. mrANcleL*EAssers‘s- L

: . As at December 31,

Intangible asset
Accumulated:amartization

5 BANK INDEBTEDNESS b

: The Company has;an operatmg foan facrllty of $20 0 ml|llDl’l bearing interest at the banks prrme rate of whlch 84 533 was '

i | drawn at December 31;12005.The famllty is secured by @ Gerisral:Security Agreement over all Ganadlan agsetsof the Gompany 5

s Lnnc_-rertu' pEBT:

. Capltal equlpment facrllty totaling $50 0 mlllrcn beanng mterest atithe bankers i
acceptance rate. plus: stampmg feesiof 10 375% requiring @ ﬁxed prmclpal ‘
‘ payment of $167 per month plus interest, secured by a General Securlty
L Agreement over all assets ofithe Company ‘

Debenture bearmg mterest atg: 95% reculrmg payment of accrued mterest L
: mcnthly pius-a fixed principal payment of $54 per month secured by
charges on specmc equlpment L

: Loan bearing rnterest at G% requlrmg blended momhlyb payments 0f.525, o
secured ny charges cn specltlc equrpment

Loan bearlng mterest at pnme plus O 75% requlnng payment of accrued
mterest mdnthly plus afi xed prrnclpal payment ct $16 per menth secured
by charges on land and buildings

ouLoan ‘pearing lnterest at pnme plus: 1% requmng pa}'ment of accrued interest ’

secured by, assets m‘ a subsrdlary

y Bankers acceptance beanng interest:at’5; 3% plus stampmg fees of 1 5% requrnng
blended monthly payment ot $167, secured by charges on specmc equlpment ;

= Bankers acceptance bearmg nterest at’h; 31% plus stampmg tee-ofl. 75% requmng

: monthly with prlnclpal repayable in‘equal monthly lnstallments over 5 years, L

- The remalnlng $6 280 of bank mdehtedness ccnslsts of uncleared cheques issued in excess ol tunds on deposrt

+ 'plended mcnthly payments of'$120; secured by charges an specn‘rc eguipment

Current portron cl lcng term debt

10 515
/(2,615)

8, 000

Asat December 31 2005 ‘the Ccmpany had undrawn capltal equtpment facrllhes m the amcunt

Scheduled prmclpal repayments requlred ln each year 10 retlre long <term debt as at December 31 ZDD

ef 340 0: mrllron

5 are as fc IDWS

RS ; .»»Q 3
12006 2615
2007 : 2000
w08 2,000 i
2009 2,000
2010 {20000
10,615 -
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7 CAPITAL srocK’

; 'Authorrzed capltal stock consrsts of an unllmned number of common shares

i he conhnurty of tssued commcn shares and related values aﬂer glvmg eﬁect to the acqulsmons and amalgamabbn i
. descrrbed in nmes A and 12 are as follows ;

Shares ANGUI'IT:
- : o ‘5:
‘December 31, 2003 (adlusted ror‘l for—21 Denrson shares . . e o
consoiidatedon March 82008 b i 843 869 720
: :Repurchase and canceliation of Company.shares (nme‘lZl . L i =i o (4,571)".
Denison shares issued prior 10 publlc oﬁermg sl L 772 049 o |
/' Denison public ‘share! offering .+ i o R L &,064!520 B L e B
 Denison shares issued o Gompanyssharehclders ol o Ta27038 P Ll
Denison net assels acqurred on. amalgamabon ottty L T - 1DZ,322"§
_Elrmmahon of Companys deficit on amalgamatloh noteﬂlv ‘ : Cale o o 5(4,186')3\
 Ejimination of Company’s contributed surplus on amalgamation e 1) e :
. Public share offering, August 31,2004 © o 1popgoo i 27,359 |
-7 December 31,2004 . L o 0 saorarT b 186473
- Two-for-one split, February17 2005 i . edan e 218,107,2‘(7,‘ . = :
| esued upon exercise of stock options L e L ozpea il
__December 31, 2005 36,333,276 136,767 i

' :’ 'The Comgany cil osed a publrc share oﬁermg on August 31 2004 for 1y 0(]0 00() comrnon shares ata prlce pf 328 AQ per share" G o
ifor gross proceeds ol $28 400 The costs of the nffermg were 81, 568 less future mcome taxes: of 5527 : i

j On February 7 2005 the shareholders of the Company veted i favour of a two-for-one subdlvrsron ofithe Company s i
' ‘common‘shares that 100k: eﬁect on February 17,:2005. Comparanve per share mformatrcm has been restated 'm rellect the. i
: two-ior ~one spht ; . | L

The werghted average number of common shares outstandmg fer the year ended December 31 2005 was 36 216 ‘499 basic" e
L and 36,600,855 diluted {2004 - 31, 542, 298 pasic and diluted as restated for the two-for- -one:split): The drﬁerence between
s basrc and dlluted shares'in 2005 was attrrbutable 10 the dlluhve sftectof stock optrons rssued by ihe Company i

8 sumes HELD IN TRUST .

: The Company has establrshed aTrust to purc1ase and hold Cnmpany stock. an behall of certarn employees wno have elecled I .
1o receive.a portion of their annual bonus entitiement in the form of Company shares. 10 date; 143:637 shares: have, been A
i purchased on the open: ‘marketiata costiof §1;385. These shares will-vest with emplayees on March 15,:20086; at whrch time
ey will be! dlstrlbuted 1o those individuals participating in the plan. These shares are not considered outstahdlng for purposes :

wof calculatmg basrc earnmgs per snare but are mcluded m the calculahun of dlluted earnlngs per share i

>‘-9.ASTOGK-BASED compeusmom .
L (a) Stock Ophons L

i

Continuity of Stock Options 2005 %
Average } Average |
Options Exercise Price ':1: i Options Exercise Price 1
! i s . : o g : i s*é:: f g . $ ': H ::
4 Outstanding, January 1/ s 840200 L 1807 o o
Granted Guring theperid o000 28 840,200
- Exercised for common shares f e B3 -
o korefted . o (43000) 1797 5 e
. _Balance, December 31 ‘ 818,578 1839 i1 840200
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———————



Notes to Consohdated FmancralStatements . Lo

- 9' STOCK-BASED compeuslnrion (c‘onﬁnued) -
’ (a) stock Ophons (contmued) :

The number of opttons outstandmg at January t 2005 and 2004 has been adyusted to reﬂect the two tor one. r’;om‘monb
share spht on February 17 2005.

AR stock optrons vest equalty OVer. three years and expire three and one:! hatf years trom ihe date of grant The eshmated
i fairvalue of options ‘granted is determlned by using the Black-Scheles:option prrctng model with'the: fo\towtng assump-"
 tlons: risk-free mterest rate of 4%, average expected fife 0t 2; 83 years, expected volatility of 36%:and expected dwrdends
0150.10 per annum This amount igicharged to compensatlon expense over the vesting perlod When ‘stock ophons ‘are
exgrcised. the proceeds, together wrth the amount of oompensahon expense previously reoorded rn contrrbuted surplus

s, added 1o, capital stock i | | i

Prior 10 January 1 2004 the :Company dtd not recognlze oompensatlon costs for: its stock based compensation,» and

therefore no stook-based oompensatron expense -was recorded in respect of options granted in 2003 Had the fair valo'e

“‘méthod been used, $829 of stock-based compensahon expense ‘would have heen recorded The $829: of 2003 stock: ®
‘pased compensatron was recorded on January 1,:2004 agarnst opehrng retalned earmngs as a change in accountrng
policy: applled retroachvely, wnthnut restatement S |

(b) Stock Units .

_ Commencing: in 2004 the Company began granhng deferred ‘stockunits 1o its outsrde dlreotors These umts vest one year '
from:the date of grant andare seftled in gither cash (equal to the market vatue of the underlying shares-at the time.of
axercise) or rn Company shares purchased on:the - open market,;The fair value of the deterred stock units;is’ recognrzed

equally over. the one- .year, vestrng penod based on the current. market price of the Companys shares Dunng 2005

: 31, 860 0f compensatlon expense was recognized for deterred stock untts (2004 3299)

& Commenomg in 2004 the Company. began grantrng performance stock ‘uhits to. three of the Company s most senior; orﬁ-

L cerswho are notiincluded:in. ihe stook option pian.:The amount.of the grants gamed is linked.to oorporate pertormance
~and vest one year from the date of:grant. As with the deferred stock: units, pertormance sfock nits are setﬂed ineither: 1

:.cashoor Company shares, purchased:on the open: market. During 2005 3395 of compensahon expense was recogmzed e
for pertorrnance stock unlts (2004~ $803) : 7 e N

Changes inthe Company s oohgattons under the deferred and performance stock unit plans whroh arise trom ﬂucﬁ.ta'- L
: t tlons in'the madrket value of the Company S shares underlyrng these compensatton programs ‘are: reoorded as the share ;
- value changes o

10 INCOMETAXES> ’ i : . i : i Lo
The foliowing taple summanzes ‘the temporary dlﬁerenoes that gtve rise to the future incom’e fax asset ‘at.December 31 o

As at December 31, 2005 ii

fCaprtatassets o o 9,03{3,34

| Canadian exploration expenses L L e 7868

[ Lossescarrredtorward . . e W
Deferred financing and share’ issue costs : G e 238
Deterred compensatron payable L e e 2,486, L

ower L . e
321295“

LiThe provrsron tor moomes taxes in the statement of operatrons and retamed earnmgs vanes trom the amount that would be !

computed by applymg the expeoted taxrate of 33! 62% (2004 = 33, 9% t0 lnoome before |ncome taxes: The pnnclpal reasons |
tor differences between such expeoted income tax expense and.the amount actuaHy recorded are s foll »ws:* G :
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10

INCOME TAXES (contmued) »‘

3 AsatDecemberSl 2005 2004 :
’lncome be:forétax" G e : ‘:62,5:61 ib 51407
| incometaxrate . s o ase2 38l
Computed expected income tax expense : e - 217038 ARt o
lncrease (decrease) i m lncemetaxes resultmg from o : G “ - =:':
'1Drawdown of deferredcredit: L o :(19,732) 2182
Tax losses and future tax benefits of forelgn subSImanes not recogmzed ' E1,1(12 1: e
 Adjustments to Denison tax pools. - Loaemyi -
_ Non-geductibie expenses . - f G 810 4o 586
Future income tax benehtfrom tax rate reductlon , - o L o Y :‘~-‘;,.{v L e
Forelgnthhholdmgtaxes e S 244 M .
- Foreign tax rate differentials . L P i 20
Large corporatlons tax dant o e L o 234 i 80
he e e
2,469

» »‘11.

[ B Maréh 23,2004 the Company acquired all-of the shares of 1070479 Alperta-Ltd: (“1070479”) for norinal consnderatmn’

i alon March 24, 2004, the Company was amalga mated W|th Denlson and ’me name  of the amalgamated corporatlon was'
/changed to:Catfrac Well Servn:es Ld. The net asse1s of Denison; contnbuted to the amalgamated corporallon an March 24
: 2004 were'as follows ; ! : . o

i Future foreign tax assets of $1, 102 have niot been recogniz ed 2sa luture fax benem due 10 uncerlamtles relalmg ) ummate .
i recovery Included in thls amount are lorelgn tax losses of $703 ($2 942 pre- taxy; which explre in ten years : :

TRANSAGTION WITH DENISDN ENERGY IND :

‘0nE Becember 30 2003; the shareholders of the Company granted o Denisan Energy Inc ( Denlson“) an rrrevocable optlon G
‘1o purchase alt of the shares of the Company. On March 24; 2004, Denison exermsed this optlon for ‘a net plirchase price of
©'5143.809. This consideration was paid to the ‘sharsholders of the Company by way of cash totalmg $28,780.an0 7 427 039 -
: Demson common shares The transactlon was accounted foras a reverse takeover of Denlson py the Company. . :

G e . el
'Fuluremcome‘raxassets . o 13889

: Currentllabllltles . o (3703) ‘
 longtermlapiiies o .. f' el
102,322 ‘

On ama!gamanon the Company S exrstlng dehclt and cantrmuted surplus were ellmlnateo agamst capltal stock

s Restructunng costs'in: the amount of $965 were mcurred by the:Company’ dunng the first quar‘ter of: 2004 thatrelare to lhe :

"0n tne amalgamatlon of Denison and the Company, a future income tax asset assoceated with. Demson’s mcome tax poots i

. ‘Another $527, in future income tax agsets was recorded.in connechon with the Sl 568 of share lssue costs ‘ncurred: on tne i
: Company S publrc oﬁenng completed August 31 2004 o o

business comblnauon WIth Demson and.the purchase and-cancellation of shares descnbed in note 12

was recognized i the; accounts, Denison had 1ax pools of approxrmately $220,000 for. federal income 1ax. DUrPOSES: ‘and

$17.0,000:for provmotal income tax purposes After fax: affecting these pools at applicable federal and provmcnal income {ax;’
rates, & future income tax asset.o $70,771 was recorded. The fair value paid for.the tax poois acoulrad was: estlmated 1o be‘ !
EARE 000 The difference between the future income fax asset recogmzed and the fairvalue of these tax pools was recoroed' i

<as a deferred credit in-the amount of $59;771. In additien 1o this, a future income tax agset was recogmzed inthe amount ot :

$2,989; which penamed 10 $8,064 0f shdre issue costs lncurred on: Denison’s:public o?fenng completed on March.23,:2004." .= ;

PURCHASE AND CANGELLATIDN OF GOMMON SHARES ’

1070479 had previously acqmreo 4,289,844 0f the' Company S snares from a major.customer:of: the Company for $58,437,

_ payable by way.of 2 promissory note::immediately following the acqulsmon of 1070479, 1070479 was wound up into the.
. ‘Company and ihe shares of the Company neld by 1070479 were cancelled; The promissory note.was: paid in‘full on‘March 24,000

2004, The cancellatlon ot the shares was treated as a proportionate remm of capltal in the amount ofi54 571 and a dlStI‘l':

»blﬁan of retained earnmgs m the amounl of $53 866.
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 Notes to Consolidated Financial Statements

13. RELATED PART‘I TRﬂ NSACTIDNS ’

- 1.During 2003, the company purchased $17,487 (2004 =818, 521) of/ products ahd services frorn a company in whrch it holds . :
a:30% equrry interest (see also note 2 (f)l: At December 31; 2005 accounts payable sncluded $2 941 of mdebteﬁness to the o

;;related pany (December 31 2004 $1.696).

4 commrrmems )

. The Company has lease commrtments for premrses eqmpment vehicles and storage facrlmes under agreemems requrnng
: 'aggregate minimum payments over the next fwe years; irom December 31 2005 as foilows Lo o

.
: i B
2006 AT
2007 3963 i
| 2008 | opaggg i
2009 | 2234
2010 oot
. Thereafter 10061 |
25,550 \ L

: The Company has obhgahuns ior the purchase of products and servrces over the next three years 1hat total approxrmate!y’ |
’ssremmmn ! Lo L i -

; FiNANCIAl. |NSTRUMENTS 3 i : ‘
The Company S hnancra! rnstruments that are mcfum d iri the consohdated belance sheet are comprrsed Df cash marketable Lt
securmes accounts recewabie allicurrent lrabrlrhes and Iong—term debt. | ; L

: (a) Farr Values of Fmanclai Assets and L:ahrlmes

- Thedair valuss o? fmancral instruments that are included in the conselidated balance sheet exeepi marketable securifies,
bank 1oans and long-term debt approximate their carrying. amounts due {0 the Shart- term maturﬂy of those rnstruments

. The carry:ng vallie: of marketable securities approximates guoted marke1 value. The fair/value: of long-term. debtisnot.
' matenally drﬁerent from its carryrng amounts smce the interest rates approxlmate a marl et rate:of interest: S

{b) credn Risk ; o .
A substanhal portron of the Cumpany S acchu'nts’reeei\rable argwith r:uétomers‘in'tha‘o;rl1 and:gas industry and are sUhjeéi: G
iitornormal 1ndustry credlt rlsks . . : L L

! (c) lnherest Rate Rrsk

The Cempany is exposed 10 rnterest rate cash tow nsk on dem subject to ﬂoa‘ung imerest rates The Campany S eﬁectrve
:nterest rate for the year ended December 31, 2005 was:5.14% (Decembar 31 2004 5 67%) ; |

f15>.v,SUPPLEMENTAL INFGRMATION v

Change in non cash operatmg assets and habrirhes forithe years ended December 31 are ee jol!ows{» -
Years Ended December 31, 2005 2004 G
: Accounts recewalﬂ - (30976) i} ‘,55(2’6,112)'
Inventory o ‘ psnl e
 Prepaid expenses and deposits : e el
 Atcolints payable and accrued. liabilities 1398200 8,754 i
«,Eincame taxes payable (recoverable) Coves ;5,7_25)5
Other long-term liabliities 2981 2,768
Effect of acquisitions on'change.in ‘non-cash workingcapitali. e :‘ (3.067)
(18,545) it~ (24,551)
" Interest pald SRR T
income taxes paid’ i 443 e e TIVCREE
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AT commeeecresr i

As aresultof the aeqursrrlon and amalgamarron wrlh Denlson n 2004 the Cempaﬁy assumed certain»lega! obligetlon’e refating,
10 Denison’s Greek aperatrons : L v : :

wn 1998 a consomum in which. 2.Greek subsrdrary nf Deruson partlcrpaied termmated employees ln'Greece asa result of '
Ahe Sebsation of its:0il and gas operatlons in:that cuuntry Severdl groups of employees have ﬁled clalms alleglng mat thelr e
termmatron was invalid and that thelr Severance pay was lmproperly determined :

cin 1999 the targest group i ef plaintiffs received a ruling from the Athens Cotrt of Frrsr Instance that thelr termmalron wasl ,

“invalid dnd that compensatren was due 1o the employees. This decision.was appealed to:the Athens Court/of Appeal which 0

. allowed the appeal in 2001 and annulied the above- -mentioned decision of the Athens:Court.of First lnstar\ce Thie said .group... : i
ot employees has flled an appeal mh the Supreme Court of Greece whlch lS scheduled to'be heard 6n Nevember 14, 20063 i

o Several ather smaller groups of emplnyees have flled simifar cases in vaneus courts in Greece Some of These cases were . L
i heardip 2004 In general the finding of these:courts has been.that the termination ofithe employees was valid andin some i
instances have awarded the employees ‘immaterial amounts: of -atditional compensatlen and in one case have referred the ;

matter back to:a:lower court to°be reheard fased on more specmc greunds : :

L As a result er the abeve mentloned court heanngs a majority:of the numbeér.of former empluyees with. respecl te these smaller ]

" groups of claimants have recewed payment of the immaterial amounts awarded to'them and walved their fight of recourse

1o the Suprema: Court of Greece. The remainder ‘have filed an‘appeal o0 the: Supreme Court of Greece or have advised that i .
Y theyare wamng for.the outceme of the November 14,2006 hearing of the Supreme Courtiof: Gresce before pro«,eedmg further -

- ‘The dlrectron and llnanclal consequence ol the potentlal declsron in these aclrons caenot be determ ned at this tlme

' .‘seememeo mroemmou» el

i The Company’s actlvrtres are conducted in three geogra phrc markets Canada, the lJm’red States and Russia. Al actrwtles are . -
related {0 l’racturlng, corled rubmg cemenimg and:we! stlmulallon services for the oll and gas mdustry i

United Intersegment
Canada Russia States Eliminations C

i YearEndedDecember31 2005 G o e _ St
Revenue’: L L 280,068 1,212 33045 - ’314,.:;
Netincome (ossl sas o @ez) o (194) (1 722; 60,113

segmentedasses 0 L 336018 14081 21,1_:5- . (34397 33815
. Capital expenditures - ... s5ee | 104750 6020 s 148 07614 |
Goodwrll L S 603 . = i

'YearEndedDecemberal 2004 : L el
Revenue | G 278834 o 7% = 241379 |

Netincome . o s s 630 i
. “:Segmented assets L g = odsze Donsed s 266196
. Captal expenditures e s 51327 .‘ ‘
Goodwll e o 0 ap04 = o 3604

- NoOte: . ] ”nmnany’sus‘ idiary were acqurredthmegha fease arrangemenlwlm lne Canadlanparemsompanymecusltrasennhese G

. assets wos $35.1 'million at Decemberas; 2005 l$25 8 mllllnn et Decemher 31 20045
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 Historical Review

Years Ended December 31, 2005 [ f 2004 2003 2002 2000 b

‘(Uoﬁs,eicempersharedamj‘ L M 8 : s Lo : Hsi gt f‘
. Financial Results o L L
CRevenue o Ee 0 314,325 . 2a1379 156558 96066 . 67,509
o Grossmargin 0 00 109088 G  pa7e3 53000 3l2rt . 24565
o Netircome's 0 G0 B0 R 45630 19649, 10024 7785

| Pershare—basicen | L e 148 qo1 . 0m2 040

. ditedy 1 e s 0 052 040

. Cash flow from operations 2 w0 mseii o osaos 30, 09 1s13s 17,007

pEls e L S 093 088

Cdiede o a0t a8 093 ¢ 08B

EBITDA® . Lo geett B Bd02T 41826 . 23923 19,586 i

‘Per share.~basic ) fogpp 203 oads R

o ~:—d|luted(1 2w 203 215 1.0
Cap[tal expendxtures g7g1a il si3em 24702

‘«’vF:inba‘t'jcbiakl'Posi'tioh i e il L .
cumertasss. o 100057 . aee30.  dsas0. - 31230 14304 |

. mlaesets 0 segs L 266196 130318 97,666 64,816_:
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1.0 PURPOSE AND SCOPE

The purpose of this Code of Business Conduct and Ethics (the “Code”) is to outline the fundamental
principles to which all directors, officers, employees and contractors of Calfrac Well Services Ltd. and its
subsidiaries (“Calfrac” or the "Corporation") are expected to adhere in the conduct of the Corporation’s
business. The fundamental principles of appropriate business conduct and ethics adopted in the Code
are consistent with the core values and management philosophy of Calfrac and are to be pursued by all
directors, officers, employees and contractors of the Corporation.

Individual directors, officers, employees and contractors each play an important part in shaping the
Corporation’s corporate integrity, as such individuals represent the Corporation in its dealings with others.
The fundamental principles of the Code are designed to deter unlawful activity and misconduct, and to
promote the following:

« compliance with applicable governmental laws, rules and regulations;

» honest and ethical conduct, including the ethical handling of actual or apparent conflicts of
interest between personal and professional relationships and the confidentiality of information;

s full, fair, accurate, timely and understandable disclosure in reports and documents that the
Corporation files with, or submits to, regulatory authorities and stock exchanges, as well as in
other public communications made by the Corporation;

e commitment o the environment and to the health and safety of the public as well as all
employees and contractors of the Corporation; and

» excellent employee relations, including the commitment of the Corporation to providing an
environment that is without discrimination or harassment.

The procedures described herein are designed to encourage vigilance in monitoring compliance with the
Code and to promote accountability through a formal certification process, as well as providing a
structured process for dealing with exceptions to the Code. The Code also provides a framework for
prompt internal reporting to senior management of the Corporation or the Chair of the Corporate
Governance and Nominating Committee of violations of the Code.

This Code covers each division (i.e., operating or administrative unit) of Calfrac, including its wholly
owned subsidiaries, Calfrac Well Services Corp., ZAO CWS International and ZAO CWS Finance.

This is an Uncontrolled Copy When Printed: See Public Folders for Current Revision.
Copyright 2006, Calfrac Well Services Ltd.
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2.0 POLICY

All directors, officers, employees and contractors of Calfrac are expected to abide by the Code, as well as
alt other Business Practice Statements of the Corporation, and to act in a manner that will uphold and
enhance the Corporation’s reputation for honesty, integrity and reliabifity.

The Code is, by necessity, general in nature and directors, officers, employees and contractors are
advised to read it in combination with Calfrac's other Business Practice Statements. The matters dealt
with in the Code may not cover the full range of activities, although they are indicative of Calfrac’s
commitment to conducting its business in accordance with high ethical standards. Calfrac seeks fo
enforce not only the letter but also the intent and spirit of the Code, and directors, officers, employees and
contractors are expected to exercise judgment in determining its application to each individual situation.

At the time of appointment or hire, as applicable, all directors, officers, employees and contractors of
Calfrac are required to certify their compliance with the Code, and the Vice-President, Corporate Services
will be responsible for monitoring compliance with this requirement of the Code.

The President and Chief Executive Officer shall periodically assess the adequacy of the Code and
recommend any necessary changes to the Corporation’s board of directors.

All directors, officers, employees and contractors shall pursue and promote the following fundamental
principles of appropriate business conduct and individual responsibility, as well as responsibility to other
directors, officers, employees, contractors, the public and other stakeholders, in all respects in carrying
out the business of the Corporation,

2.1 Compliance with Applicable Laws and Regulations

Calfrac shall conduct its business in compliance with all laws, rules and regulations applicable to the
Corporation in each jurisdiction in which the Corporation does business. The Corporation will also
ensure, to the extent passible, that its agents, contractors, consultants, partners, and business associates
comply with such laws, rules and regulations when they are working for the Corporation.

All directors, officers, employees and contractors of the Corporation are expected to acquire sufficient
knowledge of the applicable laws, rules and regulations that relate to their scope of accountabilities,
responsibilities and duties, so that the Corporation may comply with such laws, rules and regulations.
The Corporation's directors, officers, employees and contractors should avoid any situation that could be
perceived as improper, unethical or indicate a casual attitude towards compliance with such laws, rules
and regulations.

All directors, officers, employees and contractors are prohibited from offering or accepting monetary or
any other form of personal benefits in dealing with officials of government, suppliers or other agencies in
any country, and are prohibited from using or directing corporate funds or property for any illegal purpose,
including bribery or kickbacks, and are prohibited from disguising any such payments for the purpose of
feigning compliance with the Code.

The Corporation is subject to Canada’s Corruption of Foreign Public Officials Act, and its operations
conducted from locations in the United States are subject to the U.S. Foreign Corrupt Practices Act.

All directors, officers, employees and contractors of the Corporation are expected to comply with the
Carporation's Disclosure Policy, including the provisions related to trading restrictions and blackout
periods.

This is an Uncontrolied Copy When Printed: See Public Folders for Current Revision.
Copyright 2008, Calfrac Well Services Ltd.
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2.2 Honest and Ethical Conduct and Confidentiality of Information

Calfrac’s directors, officers, employees and contractors must act with honesty and integrity at all times
and shall promote the highest standards of ethical conduct that

e prohibit and eliminate the appearance or occurrence of conflicts between the best interests of the
Corporation and the private or personal interests of any director, officer, employee or consultant
of the Corporation;

e protect and safeguard the Corporation’s assets (including information assets), documents and
records from unauthorized access, improper use and misappropriation; and

e protect the confidentiality of information concerning the activities of the Corporation and the
partners and companies that do business with Calfrac that may be privileged or of value to the
Corporation or such partners and companies, or may be damaging if improperly disclosed.

Each of the Corporation’s directors, officers, employees and contractors is expected to avoid any outside
activity, financial interest or relationship that may present a possible conflict of interest or the appearance
of a conflict of interest, and to promptly disclose any such conflict of interest that can not or has not been
avoided to a representative of senior management. The President and Chief Executive Officer and Chair
of the Corporate Governance and Nominating Committee shall make any required determinations in
respect of any possible conflict of interest involving directors, officers, employees and contractors, unless
such matters involve the President and Chief Executive Officer, in which case the Chair of the Corporate
Governance and Nominating Committee shall make any required determinations.

Appointments of officers and employees to outside boards shall be subject to the following requirements:
(1) there are to be no actual or perceived negative implications to any of the Corporation’s stakeholders;
(i) each officer and employee will be subject to a limit of two appointments to commercial public boards;
(iii) no officer or employee may accept an appointment to the board of a supplier or competitor of the
Corporation; (iv) the appointment will not give rise to a conflict of interest; (v) the appointment will have no
impact on the current duties and responsibilities of the appointee with the Corporation; (vi) appointees will
not be covered by the Corporation’s insurance or indemnity; and (vii) ali determinations are to be made
by the President and CEO and the Chairman if appointments are for employees or officers other than the
CEO, and by the Compensation Committee in the case of the CEQO’s appointment to an outside board.

2.3 Integrity of Financial Reporting and Disclosures

Calfrac's board of directors has adopted a Disclosure Pdlicy that is designed to ensure that
communication with the investing public about the Corporation is timely, factual, accurate and broadly
disseminated in accordance with applicable legal and regulatory requirements.

Calfrac's business transactions are to be properly authorized, completed and accurately recorded in the
Corporation’s books and records in accordance with Canadian Generally Accepted Accounting Principles
and established Calfrac accounting policies.

All significant events or developments which have occurred, or which may occur, and which could have a
material effect on the financial position of the Corporation or its results of operations will be promptly
disclosed to a representative of senior management and the Disclosure Policy Committee.

The retention or proper disposal of the Corporation’s records shall be in accordance with established
policies and procedures and applicable legal and regulatory requirements. Should any director, officer,
employee or consultant have cause to believe that this is not the case, they are required to bring this to
the attention of a representative of senior management.

This is an Uncontrolled Copy When Printed: See Public Folders for Current Revision.
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2.4 Commitment to the Environment, Health and Safety

Calfrac is committed to concern and respect for the environment and for the health and safety of the
public and all employees and contractors of the Corporation. Directors, officers, employees and
contractors are expected to contribute to this commitment by giving due regard to all applicable laws and
regulatory requirements, safety standards, and industry codes of practice. Directors, officers, employees
and contractors shall also endeavor, wherever possible, to improve operations to avoid injury, sickness or
death to persons or damage to property.

2.5 Employee Relations

Calfrac believes that its staff is a valuable asset to be treated with due respect and honesty, to be hired,
compensated and promoted without discrimination by reason of race, ethnic or national origin, religion,
age, sex, sexual orientation, marital status, political belief, physical handicap or pardoned conviction.

The Corporation encourages and rewards integrity in all aspects of employee relations, and strives to
eliminate inhibitions and barriers to responsible behavior, such as coercion, fear of reprisal or alienation
from the organization.

The Corporation is committed to providing an environment that enables all staff to pursue their careers
free from any form of discrimination or harassment, and accordingly, alt directors, officers, employees and
contractors must strictly adhere ta applicable anti-discrimination laws. Directors, officers, employees and
contractors are directed to refer to the Corporation's Harassment Policy and Performance Management
Policy for further details.

3.0 PROCEDURES
3.1 Certification of Compliance with Code of Business Conduct and Ethics

To communicate the Code and to ensure that all directors, officers, employees and contractors
understand and comply with its terms, the following certification process has been established:

* new directors, officers, employees and contraciors of the Corporation will be requested to certify
their review of and agreement fo be bound by the Code as a condition of employment or
contractual arrangement; and

« all directors, officers, employees and contractors of the Corporation will be asked to certify their
review of and compliance with the fundamental principles and procedures contained in the Code
in January of each year.

3.2 Waiver from Compliance with Code of Business Conduct and Ethics

Only the President and Chief Executive Officer of the Corporation may grant a waiver from compliance
with the Code. The granting of any such waiver must be promptly disclosed to the Corporation's board of
directors in writing, together with a description of the nature of the exception, the timing and form of
notification and the reason for granting the waiver.

“Implicit waivers” are included within the definition of “waivers” and are defined as the failure by the
Corporation to take action within a reasonable pericd of time regarding a departure from a provision of
the Code that has been made known to senior management.

This is an Uncontrolled Copy When Printed: See Public Folders for Current Revision.
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3.3 Reporting of Any lllegal or Unethical Behavior

Calfrac encourages its officers, employees and contractors to speak to a representative of senior
management at any time if there is any doubt about the best course of action in a particular situation.
Guidance on possible issues that officers, employees and contractors might potentially face has been
provided as a supplement to the Code (refer to Guidance on Application of the Code of Business Conduct
and Ethics that follows), although no list can cover all aspects of interpretation.

The Corporation's officers, employees and contractors are required to promptly report violations of law,
rules, regulations or this Code to a representative of senior management or the board of directors.
Violations may be reported in confidence and every effort will be made to protect the confidentiality of
those furnishing information. The Corporation will not tolerate retaliation, in any form, against any person
for complaints or reports made in good faith.

4.0 COMPLIANCE / EXCEPTIONS
4.1 Compliance

Compliance with the Corporation’s Business Practice Statements is considered mandatory. Any
contravention of Calfrac’s Business Practice Statements and policies is considered a performance issue
and may result in disciplinary action, up to and including termination with cause. Guidelines reflect the
elements of Business Practice Statements that aliow for discretionary action. Enforcement of Business
Practice Statements and palicies is the responsibility of management.

4.2 Exception

If a director, officer, employee or consultant contravenes or intends to contravene any Business Practice
Statement (including any palicy referred to therein), or has knowledge of any other individual who has
contravened or intends to contravene any Business Practice Statement, they shall report the
contravention or intended contravention to the Vice-President, Corporate Services immediately, in
advance if possible, who will in turn communicate such contravention to the President and Chief
Executive Officer of the Corporation. In extreme circumstances, such as risk to health, safety, or financial
loss, or when the Vice-President, Corporate Services cannct be notified, employees should exercise
prudence and judgment in applying the intent of the Code. All exceptions must be documented in writing,
including the timing and form of notification.

4.3 Uncontrolled if Printed

The approved versions of Calfrac's Business Practice Statements are electronically stored and
communicated on Calfrac's internal network under "Public Folders". The reference to "Uncontrolied if
printed” reflects the need to ensure that the effective date of any printed version is the same as the
electronic version stored on the Corporation's network.

This is an Uncontrolled Copy When Printed: See Public Folders for Current Revision.
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GUIDANCE ON APPLICATION OF THE CODE OF BUSINESS CONDUCT AND ETHICS

The following is a supplement to the Code and provides guidance on possible issues that some directors,
officers, employees and contractors might potentially face in applying the fundamental principles of the
Code. This list is not meant to be exhaustive.

Compliance with Laws

Violations of the Canadian Corruption of Foreign Public Officials Act or the U.S.
Foreign Corrupt Practices Act.

Making inaccurate or misleading certifications, reports, statements or claims to
securities regulators, government representatives or agencies.

The use, diversion or conceaiment of company assets, directly or indirectly, for
illegal or improper purposes.

Use of vendors, suppliers or contractors who violate the law.

Not performing required inspections, tests or procedures as required by law,
regulation or standard industry practices.

Insider Trading

Buying and selling the securities of a corporation when you are aware of material
information that has not been disclosed to the public that you have obtained in
connection with your employment or business arrangements.

Giving stock tips to friends, relatives or spouses about a corporation based on
information that has not been disclosed to the public that you have obtained in
connection with your employment or business arrangements with that corporation.

Conflicts of Interest or
Unethical Practices

Using corporate resources in another business in which a director, officer,
employee, contractor, or another party related to such persons, is involved.

Having a personal financial interest (or having a family member with such an
interest) in any organization supplying property, goods or services to Calfrac (with
the exception of up to 5% ownership in publicly traded companies).

Offering, soliciting, or accepting payments, gifts or favours from companies or
individuals doing business with the Corporation, other than the giving or receiving or
gifts with nominal value, such as promotional items.

Hiring, supervising or evaluating the performance of relatives or spouses.

Using normal business hours to conduct personal business or outside activities
unrelated to the business of the Corporation.

Protection of Confidential
Information

Disclosing confidential corporate information to anyone outside of the Corporation,
and in particular, any representative of the media, anyone having business dealings
with the Corporation, and other oil and gas well services companies.

Improper use or copying of information or software applications of third party
vendors, suppliers, contractors, consultants or licensees.

Disclosing confidential information about companies or individuals having business
dealings with the Corporation without the consent of such parties.

Disclosing personal information in a manner that is not in compliance with the
Personal Information Protection Act {PIPA), or the Personal Information Protection
and Electronic Document Act (PIPEDA).

Protection of Property

Failure to comply with the Corporation’s Infernet and E-mail Use policy when
making use of the Corporation's computers, whether before, during or after regular
working hours.

Financial Reporting and
Disclosure Controls

Failing to respond adequately to identified weaknesses within internal controls to
protect corporate assets from unauthorized access, improper use or
misappropriation.

Entering into @ commitment to spend the Corporation's funds, or executing a legally
binding agreement, without proper authority in accordance with the Authorities and
Spending Limits policy.

Entering inaccurate, unreasonable or unsupportable estimates into the financial
records of the Corporation.
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Environment, Health and
Safety Commitment

Failing to report environmental, health or safety hazards or incidents.

Failing to comply with environmental, health or safety laws and regulations, or
internal practices (i.e., standard operating procedures for field activities).
Undertaking work activities in an unsafe manner or during unsafe conditions.

Failing to report or to follow up on reports about possible environmental, heaith or
safety concerns.

Employee Relations

Any form of discriminatory or harassing behavior, including physical or
psychological forms of harassment.

Providing employment references to a third party on behalf of a former employee or
contractor in a manner contrary to the Corporation’s policy.

Failing to perform an evaluation of an employee's or contractor's performance in
accordance with the Corporation's policy.

Failing to set clear expectations of performance, or failure to measure performance
relative to agreed upon goals and objectives.
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